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Mthonjaneni  Local  Munlcipallty 

(RaOiMton  numbwKZN  26$) 

Annuaf  Ffnancial  StertsmentB  fbrthe  ymr  ended  30  June2018 

Accounting  OfWcer*a  Responslblilttea  and  Approval 


The  Mcounttofl  offinr  to  raquM  by  fte  Mumdpbl  Rnirwe  ManaseflMnt  Act  (Act  G6  of  2003),  to  malntain  adaquato 
amuntoig  raconto  and  to  napararibto  tar  tte  contant  and  bitagffiy  of  tte  amuril  ftnandal  atatamanb  anri  ratatod  flnancta 
intnnmi  wictmfad  in  IhEe  wport  Hlelhe  ravponefbflily  of  ihe  eccauntlno  offloer  lo  eneure  tfmt  the  ennuBf  ffmuiclsl  etetvrnenti 
**  ®W»  of  <rf  Ihe  munfdpefity  u  atthe  end  of  the  finandal  ye«r  efid  the  reaulls  bf  ftp  cperationsendcari 

ncw»  ror  m»  palod  toan  andad.  Tte  axtennal  audtcre  are  waaged  ta  axpww  an  Inctapenctont  a>intonon  tte  annual  flnanctol 

atatamenta  and  waa  givan  uniwWetad  aoGsn  to  dfl  Itaaraial  noonto  and  ratatod  dato 

»  * 

]te  anmwlflnenctel  ■tttamento  tew  baen  prapto8d  h  accoidance  wlth  Standanto  of  Ganeteiy  Reoogntoad  Accounfr* 
PradSoe  (GRAP)  Indudlng  any  IntHpratattora,  guhtaflnM  and  cflmctlvea  Isaued  by  tte  Accoun&ng  Standanto  Board. 

Tte  »nni«|  fiMitatm  atatamenta  ara  beaed  upon  appnpdato  accouidng  poflctaa  bonatatantljr  appltod  and  aupportad  fay 
raaunabto  snd  pfudent  judgei?wnta  and  eatjmatae. 

Tte  aooounting  ollloar  adaKMdadBM  tlut  te  to  utthnato|y  >MPbralblatar  Ite  ayttom  of  Intaitel  finaratal  oonlral  aatableted  Iw 
meinuiridpaflto '■nd  Ptaca conaldorabta  importanee on nmhitalnlng  a atrong  corfirol envtranmanL  To enabta Ite aocountlig 
on“*r  to  .n?"  P*8*  maponatriflflM,  Ite  aeooimtlng  ofllesr  aata  atandanta  tar  bitomal  oonfral  ahnad  at  radudng  tte  rtalt  of 
yiy  Qf.dancft  ln  a  ooat  atflpcfivio  marmer.  lta  fltandarcto  tnduda  tte  pippar  dfltogalton  of  raoponafeUtlM  wtttiki  a  dmh 
dMhwd  mmawork,  efbcfiw  aooountfng  pnoadura*  and  adequata  aegngatton  of  duttos  to  aneum  en  aoooptabta  tovtl  of  ifak. 
Tteae  aoidwto  are  monitorad  thmigtout  tte  mmtetaeflty  and  afl  empioyeea  am  requked  to  malntain  the  hfgteat  edrical 
atandarte  ta  Mwudng  flw  munldpallty'a  budneea  to  oonduetod  In  a  mannar  that  In  alt  raaeonabto  drcunwtanoes  te  abow 
hflk  managamont  tn  tte  muntdpMty  te  on  tdonfltyhtg.  tNenlng,  managing  and  monltafhg  «n  fcnown 
tamw  ofrtok  acrou  tte  munldpdlty.  Wtrila  operatlng  rtok  cannot  be  fcfly  afimirurtad,  the  munldpaity  andeawura  to  minlmlM  H 
by  arawhg  that  appnpitate  inftsstnictue,  oontrato,  syatame  and  efiilcal  bohmtoor  aw  ppplad  and  managod  wflhln 
pnwnwmmsd  pfCGBdurwind  consMniB, 

Theacoounfing  offlcar  ia  of  the  oplnlon  baaed  on  tte  Infomwdcn  and  axplanadorw  gteen  by  management,  flrat  tte  ayatwn  of 
jntemal  cwitiol  pnvtdw  reaaonabto  aoaurame  that  tte  fltenctal  raoords  may  be  raltad  on  for  the  prapantton  of  the  annual 
ihianaal  statomanta.  Hmmver,  any  ejratam  of  bitemal  ttaaneiai  oontrel  can  pmvhto  offly  mnwnnahln.  and  not  «i>t«lMta. 
MSMianee  agdnat  matorW  mtootatament  er  dafidt 

Tte  flooounfing  offlcar  Iws  ravtawod  Ite  munidpMty'fl  coah  fiow  Ibracast  tar  tte  year  to  30  Jum  2016  and,  h  the  figtit  of  thb 
ravtow  and  tto  ourrant  flrwradal  poofitan.  te  k  aattofiad  that  tte  munlctaifity  tea  or  hn  booom  to  adequate  reuurew  to 
canfinuahiflpaiattonalaxlatonMfiirltofanaaaalriefiitum. 

Ite  murricfaafity  b  partty  dapandeat  on  tte  communlty  and  stata  fcr  conUnued  fimdtag  of  aperafiam.  Tte  arruel  flnandal 

fltatam^  am  praparad  on  ite  baeto  fite  tte  muiridpalto  to  a  gotag  eonoam  ate  thatite  HMtetfmnl  MUnldpaMy  Imo  naflhar 

tte  Wentlon  norlto  naed  to  fiqtadata  oromtal  mateftafly  Ite  wata  of  tte  muddpaHy. 

I  oerlty  thta  tte  flatartM  aloiflmiMfl  arta  bonoflte  of  Gotowfliara  m  dtaoioflfld  bi  tte  nota  tffifld  ramunflratton  of  Iteoe  Anrnial 
Flnandal  actementa  ara  wtttrin  tte  rapar  Imlta  of  tte  flnmawonk  envtoaged  ta  eectlon  219  oftte  Coratltiifian,  raadwfih  fl» 
Ramumarafion  oMte  Pubfle  Offica  Beerars  Act  and  tte  Mtatotar  of  FtaovfraM  and  Locd  Govwnenwnts'  dntamrinallon  Ih 
acoordancewfththtaAcL 

Tte  annual  flrwncteJ  stdtfmento  aet  out  on  pagw4 taTl,  whieh  have  been  praperad  on  tte  going  conoam  baaifl,  wwe 
appRwad  byfl&eecounttag  cfflcoron31  Auguat2018  and  wwe  aigned  on  ito  tehafiby; 


Mthonjaneni  Local  Municipality 

(Registration  number  KZN  2B5) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 


Statement  of  Financial  Position  as  at  30  June  2018 


Figures  in  Rand 

Note(s) 

2018 

2017 

Restated* 

Assets 

Current  Assets 

Inventories 

9 

543  824 

418  947 

Receivables  from  non-exchange  transactions 

10&11 

37  657  243 

29  034  640 

VAT  receivable 

12 

3  803  731 

3  439  364 

Consumer  debtors 

13 

5  573  090 

4  283  288 

Cash  and  cash  equivalents 

14 

3  680  200 

20  281  935 

51  258  088 

57  458174 

Non-Current  Assets 

Biological  assets 

3 

1  505  763 

2  792  956 

Investment  property 

4 

111  773 

117197 

Property,  plant  and  equipment 

5 

351  366  863 

324  804669 

Intangible  assets 

6 

35  391 

80  892 

Heritage  assets 

7 

589 

589 

353  020  379 

327  796  303 

Total  Assets 

404  278  467 

385  254  477 

Liabllltles 

Current  Liabilrties 

Payables  from  exchange  transactions 

17 

12  741  799 

10  537  850 

Consumer  deposits 

18 

1  080  650 

1  051  611 

Unspent  conditionaE  grants  and  receipts 

15 

17  134 

17134 

Provisions 

16 

3  260  955 

2  945  922 

17100  538 

14552  517 

Non-Current  Liabilities 

Employee  benefit  obligation 

8 

2  761  001 

2  740  001 

Provisions 

16 

5  107  283 

4  639  206 

7  868  284 

7  379  207 

Total  Liabllltfes 

24  968  822 

21  931  724 

Net  Assets 

379  309  646 

363  322  753 

Accumulated  surplus 

379  309  645 

363  322  753 

*  See  Note  40 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Statement  of  Financial  Performance 


Figures  in  Rand  Note(s)  2018  2017 

Restated* 


Revenue 


Revenue  from  exchange  transactions 


Service  charges 

20 

21  984  542 

19  889  514 

Rental  of  facilities  and  equipment 

21 

226  610 

228  853 

Licences  and  permits 

1  671  732 

1  924  433 

Other  income 

22 

1  065  676 

3  980  294 

Interest  received  -  investment 

23 

1  367  140 

2  176  370 

Fair  value  adjustments 

32 

- 

197  961 

Total  revenue  from  exchange  transactions 

Revenue  from  non-exchange  transactlons 

26  315  700 

28  397  425 

Taxatlon  revenue 

Property  rates 

24 

1 1  431  084 

9  788  938 

Property  rates  -  penalties  imposed 

24 

1  158  439 

1  045  586 

Transfer  revenue 

Government  grants  &  subsidies 

25 

111  648  000 

108  783  058 

Fines,  Penalties  and  Forfieits 

9  006  350 

31  617  600 

Total  revenue  from  non-exchange  transactions 

133  243  873 

151  235182 

Total  revenue 

19 

159  559  573 

179  632  607 

Expenditure 

Employee  related  costs 

26 

(42  913  126) 

(33  194  696) 

Remuneration  of  councillors 

27 

(7  637  279) 

(6  440  618) 

Depreciation  and  amortisation 

28 

(15  244  580) 

(14  399  732) 

Bulk  purchases 

29 

(21  540  968) 

(20  223  309) 

Contracted  services 

30 

(5  787  818) 

(3  230  616) 

Fair  value  adjustments 

32 

(1  260  378) 

- 

Actuarial  losses 

(21  000) 

(195  954) 

General  Expenses 

31 

(49  167  532) 

(77  443  371) 

Total  expenditure 

(143  572  681) 

(155  128  296) 

Surplus  for  the  year  from  continuing  operations 

15  986  892 

24  504  311 

Gain  from  transfer  of  functions  between  entities  not  under  common  control 

- 

54  720  546 

Surplus  for  the  year 

15  986  892 

79  224  857 

*  See  Note  40 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annuai  Financial  Statements  for  the  year  ended  30  June  2018 


Statement  of  Changes  in  Net  Assets 


Figures  in  Rand 

Accumulated 

surplus 

Total  net 
assets 

Balance  at  01  July  2016 

284  097  896 

284  097  896 

Changes  in  net  assets 

Surplus  for  the  year 

79  224  857 

79  224  857 

Total  changes 

79  224  857 

79  224  857 

Restated*  Balance  at  01  July  2017 

363  322  753 

363  322  753 

Changes  in  net  assets 

Surplus  for  the  year 

15  986  892 

15  986  892 

Total  changes 

15  986  892 

15  986  892 

Balance  at  30  June  2018 

379  309  645 

379  309  645 

Note(s) 


*  See  Note  40 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Cash  Flow  Statement 

Figures  in  Rand  Note(s)  2018  2017 

Restated* 


Cash  flows  from  operating  activities 

Receipts 

Taxation 

12  589  523 

8  471  550 

Sale  of  goods  and  services 

23  294  391 

63  872  542 

Grants 

111  648  000 

108  783  058 

Interest  income 

1  367  140 

2  176  370 

Other  receipts 

148  899  054 

556  835 

183  860  355 

Payments 

Employee  costs 

(50  529  405) 

(38  894  857) 

Suppliers 

(73  236  429) 

(123  765  834) 

(101  547  010) 

(140  441  867) 

Net  cash  flows  from  operatlng  activities 

34 

25  133  220 

43  418  488 

Cash  flows  from  investing  activities 

Purchase  of  property,  plant  and  equipment 

5 

(41  734  955) 

(60  616  671) 

Proceeds  from  sale  of  property,  plant  and  equipment 

5 

- 

746  836 

Purchase  of  other  intangible  assets 

6 

- 

(36  563) 

Proceeds  from  sale  of  other  intangible  assets 

6 

- 

14  956 

Netcash  flows  from  investing  activities 

(41  734  955) 

(59  891  442) 

Net  increase/  (decrease)  in  cash  and  cash  equivalents 

(16  601  735) 

(16  472  954) 

Cash  and  cash  equivalents  at  the  beginning  of  the  year 

20  281  935 

36  754  889 

Cash  and  cash  equivalents  at  the  end  of  the  year 

14 

3  680  200 

20  281  935 

*  See  Note  40 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 


Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Statement  of  Comparison  of  Budget  and  Actual  Amounts 

Budget  on  Cash  Basis 

Approved  Adjustments 

Final  Budget  Actual  amounts 

Diffierence  Reference 

budget 

on  comparable  between  final 

basis 

budget  and 

Figures  in  Rand 

actual 

Statement  of  Financial  Performance 
Revenue 


Revenue  from  exchange 
transactions 


Service  charges 

23  539  080 

- 

23  539  080 

21  984  542 

(1  554  538) 

A 

Rental  of  facilities  and  equipment 

251  848 

- 

251  848 

226  610 

(25  238) 

B 

Licences  and  permits 

2  692  591 

- 

2  692  591 

1  671  732 

(1  020  859) 

C 

Other  income  -  (rollup) 

3  545  190 

- 

3  545  190 

1  065  676 

(2  479  514) 

Interest  received  -  investment 

3  334  645 

- 

3  334  845 

1  367  140 

(1  967  705) 

D 

Total  revenue  from  exchange 
transactions 

33  363  554 

- 

33  363  554 

26  315  700 

(7  047  854) 

Revenue  from  non-exchange 
transactlons 

Taxation  revenue 

Property  rates 

13165  070 

13165  070 

11  431  084 

(1  733  986) 

E 

Property  rates  -  penalties 
imposed 

■* 

* 

1  158  439 

1  158  439 

Transfer  revenue 

Government  grants  &  subsidies 

102  862  000 

2  786  000 

105  648  000 

111  648  000 

6  000  000 

F 

Fines,  Penalties  and  Forfeits 

21  400  000 

- 

21  400  000 

9  006  350 

(12  393  650) 

G 

Total  revenuefrom  non- 
exchange  transactlons 

137427  070 

2  786  000 

140  213  070 

133  243  873 

(6  959  197) 

Total  revenue 

170  790  624 

2  786  000 

173  576  624 

159  559  573 

(14  017  051) 

Expendlture 

Personnel 

(46  818  418) 

2  302  334 

(44  516  084) 

(42  913  126) 

1  602  958 

H 

Remuneration  of  councillors 

(8  131  024) 

456  719 

(7  674  305) 

(7  637  279) 

37  026 

Depreciation  and  amortisation 

(5  808  916) 

- 

(5  808  916) 

(15  244  580) 

(9  435  664) 

1 

Debt  Impairment 

(2  000  000) 

- 

(2  000  000) 

- 

2  000  000 

Bulk  purchases 

(23  800  000) 

(507  260) 

(24  307  260) 

(21  540  968) 

2  766  292 

J 

Contracted  Services 

(4  683  793) 

(17  865  977) 

(22  549  770) 

(5  787  818) 

16  761  952 

K 

Transfers  and  Subsidies 

(580  000) 

580  000 

- 

«- 

- 

General  Expenses 

(30  112  561) 

11  163  302 

(18  949  259) 

(49  167  532) 

(30  218  273) 

L 

Total  expenditure 

(121  934  712) 

(3  870  882)  (125  805  594)  (142  291  303) 

(16485  709) 

Operatlng  surplus 

48  865  912 

(1  084  882) 

47  771  030 

17  268  270 

(30  502  760) 

Fair  value  adjustments 

- 

- 

- 

(1  260  378) 

(1  260  378) 

Actuarial  gains/losses 

- 

- 

- 

(21  000) 

(21  000) 

- 

* 

- 

<1  281  378) 

(1  281  378) 

Surplus  before  taxation 

48  855  912 

(1  084  882) 

47  771  030 

15  986  892 

(31  784  138) 

Actual  Amount  on  Comparable 
Basis  as  Presented  in  the 

48  855  912 

{1  084  882) 

47  771  030 

15  986  892 

(31  784  138) 

Budget  and  Actual 

Comparative  Statement 

Reconciliation 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Statement  of  Comparison  of  Budget  and  Actual  Amounts 

Budget  on  Cash  Basis 

Approved  Adjustments  Final  ɓudget  Actual  amounts  Difference  Reference 
budget  on  comparable  between  final 

basis  budget  and 

Figures  in  Rand  actuai 

For  explanations  of  variances  between  the  budget  and  actual  figures  please  referto  note  51 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Accounting  Policies 


1 .  Presentation  of  Annual  Financial  Statements 

The  annual  financial  statements  have  been  prepared  in  accordance  with  the  Standards  of  Generally  Recognised  Accounting 
Practice  (GRAP),  issued  by  the  Accounting  Standards  Board  in  accordance  with  Section  122(3)  of  the  Municipal  Finance 
Management  Act  (Act  56  of  2003). 

These  annual  financial  statements  have  been  prepared  on  an  accrual  basis  of  accounting  and  are  in  accordance  with  htstorical 
cost  convention  as  the  basis  of  measurement,  unless  specified  otherwise.  They  are  presented  in  South  Afhcan  Rand. 

A  summary  of  the  significant  accounting  policies,  which  have  been  consistently  applied  in  the  preparation  of  these  annual 
financial  statements,  are  disclosed  below. 

These  accounting  policies  are  consistent  with  the  previous  period. 

1.1  Presentation  currency 

These  annual  financial  statements  are  presented  in  South  African  Rand,  which  is  the  functional  currency  of  the  municipality. 

1.2  Going  concern  assumption 

These  annual  financial  statements  have  been  prepared  based  on  the  expectation  that  the  municipality  will  continue  to 
operate  as  a  going  concern  for  at  least  the  next  12  months. 

1 .3  Biological  assets 

The  entity  recognises  biological  assets  or  agricultural  produce  when,  and  only  when: 

•  the  entity  controls  the  asset  as  a  result  of  past  events; 

•  it  is  probable  that  future  economic  benefits  or  service  potential  associated  with  the  asset  will  flow  to  the 
municipality;  and 

•  the  fair  value  or  cost  of  the  asset  can  be  measured  reliably. 

Biological  assets  are  measured  at  their  fair  value  less  costs  to  sell. 

The  fair  value  of  the  pine  plantations  is  based  on  the  combined  fair  value  of  the  land  and  the  pine  trees.  The  fair  value  of  the 
raw  land  and  land  improvements  is  then  deducted  from  the  combined  fair  value  to  determine  the  fair  value  of  the  pine  trees. 

A  gain  or  loss  arising  on  initial  recognition  of  biological  assets  or  agricultural  produce  at  fair  value  less  costs  to  sell  and  from  a 
change  in  fair  value  less  costs  to  sell  of  biological  assets  is  included  in  surplus  or  deficit  fbr  the  period  in  which  it  arises. 

1 .4  Investment  property 

Investment  property  is  property  (land  or  a  building  -  or  part  of  a  building  -  or  both)  held  to  eam  rentals  or  for  capital  appreciation 
or  both,  rather  than  for: 

•  use  in  the  production  or  supply  of  goods  or  services  or  fbr 

•  administrative  purposes,  or 

•  sale  in  the  ordinary  course  of  operations. 

Owner-occupied  property  is  property  held  for  use  in  the  production  or  supply  of  goods  or  services  or  for  administrative 
purposes. 

Investment  property  is  recognised  as  an  asset  when,  it  is  probable  that  the  future  economio  benefits  or  service  potential  that 
are  associated  with  the  investment  property  will  flow  to  the  municipality,  and  the  cost  or  fair  value  of  the  investment  property 
can  be  measured  reliably. 

Investment  property  is  initially  recognised  at  cost.  Transaction  costs  are  included  in  the  initial  measurement. 

Where  investment  property  is  acquired  through  a  non-exchange  transaction,  its  cost  is  its  fair  value  as  at  the  date  of 
acquisition. 

Costs  include  costs  incurred  initially  and  costs  incurred  subsequently  to  add  tor  or  to  replace  a  part  of,  or  service  a  property.  If  a 
replacement  part  is  recognised  in  the  carrying  amount  of  the  investment  property,  the  carrying  amount  of  the  replaced  part  is 
derecognised. 
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Mthonjaneni  Local  Municipality 

{Registration  number  KZN  285) 

Annual  Financial  Statements  forthe  yearended  30  June  2018 

Accounting  Policies 


1 .4  Investment  property  (continued) 

Cost  model 

Investment  property  is  carried  at  cost  less  accumulated  depreciation  and  any  accumulated  impainment  losses. 

Depreciation  is  provided  to  write  down  the  costr  less  estimated  residual  value  over  the  useful  life  of  the  property,  which  is  as 
fbllows; 

Item  llseful  IHe 

Property  -  land  indefinite 

Property  -  buildings  40  years 

investment  property  is  derecognised  on  disposal  or  when  the  investment  property  is  permanently  withdrawn  from  use  and  no 
future  economic  benefits  or  service  potentiai  are  expected  from  its  disposal. 

Gains  or  losses  arising  from  the  retirement  or  disposal  of  investment  property  is  the  difference  between  the  net  disposal 
proceeds  and  the  carrying  amount  of  the  asset  and  is  recognised  in  surplus  or  deficit  in  the  period  of  retirement  or  disposal. 

The  nature  OR  type  of  properties  classified  as  held  for  strategic  purposes  are  as  follows: 

1.5  Property,  plant  and  equipment 

Property,  plant  and  equipment  are  tangible  non-current  assets  (inciuding  infrastructure  assets)  tnat  are  held  fbr  use  in  the 
production  or  supply  of  goods  or  services,  rental  to  others,  or  for  administrative  purposes,  and  are  expected  to  be  used  during 
more  than  one  period. 

The  cost  of  an  item  of  property,  plant  and  equipment  is  recognrsed  as  an  asset  when; 

•  it  is  probable  that  future  economic  benefits  or  service  potential  associated  with  the  rtem  will  flow  to  the 
municipality;  and 

•  the  cost  of  the  item  can  be  measured  reliably. 

Property,  plant  and  equipment  is  initially  measured  at  cost. 

The  cost  of  an  item  of  property,  plant  and  equipment  is  the  purchase  price  and  other  costs  attributable  to  bring  the  asset  to  the 
location  and  condition  necessary  for  it  to  be  capable  of  operating  in  the  manner  intended  by  management.  Trade  discounts  and 
rebates  are  deducted  in  arriving  at  the  cost. 

Where  an  asset  is  acquired  through  a  non-exchange  transaction,  its  cost  is  its  fiair  value  as  at  date  of  acquisition. 

Where  an  item  of  property,  plant  and  equipment  is  acquired  in  exchange  fbr  a  non-monetary  asset  or  monetary  assets,  or  a 
combination  of  monetary  and  non-monetary  assets,  the  asset  acquired  is  initially  measured  at  fair  value  (the  cost).  If  the 
acquired  item's  fair  value  was  not  detemninable,  it's  deemed  cost  is  the  carrying  amount  of  the  asset(s)  given  up. 

The  initial  estimate  of  the  costs  of  dismantling  and  removing  the  item  and  restoring  the  site  on  which  it  is  located  is  also 
included  in  the  cost  of  property,  plant  and  equipment,  where  the  entity  is  obligated  to  incur  such  expenditure,  and  where  the 
obligation  arises  as  a  result  of  acquiring  the  asset  or  using  it  for  purposes  other  than  the  production  of  inventories. 

Recognition  of  costs  in  the  carrying  amount  of  an  item  of  property,  plant  and  equipment  ceases  when  the  item  is  in  the  location 
and  condition  necessary  fbr  it  to  be  capable  of  operating  in  the  manner  intended  by  management. 

Major  inspection  costs  which  are  a  condition  of  continuing  use  of  an  item  of  property,  plant  and  equipment  and  which  meet  the 
recognition  criteria  above  are  included  as  a  replacement  in  the  cost  of  the  item  of  property,  plant  and  equipment.  Any  remaining 
inspection  costs  firom  the  previous  inspection  are  dereoognised. 

Property,  pfant  and  equipment  is  carried  at  cost  Eess  accumulated  depreciation  and  any  impairment  losses. 

Property,  plant  and  equipment  are  depreciated  on  the  over  their  expected  useful  lives  to  their  estimated  residual  value. 

The  useful  lives  of  items  of  property,  plant  and  equipment  have  been  assessed  as  fbilows: 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annuat  Frnancial  Statements  for  the  year  ended  30  June  2018 


Accounting  Policies 


1 .5  Property,  plant  and  equipment  (continued) 

Item 

Depreciation  method 

Average  useful  Eife 

Land 

Indefinite 

Buildings 

Straight  line 

•  Dwellings 

30  Years 

•  Carports 

15  Years 

•  Fenoe 

25  Years 

Machinery  and  equipment 

Straight  line 

10  Years 

Furniture  and  office  equipment 

Straight  line 

7  Years 

Transport  Assets 

Straight  Irne 

7  Years 

Infrastructure 

Straight  line 

•  Electrical 

15  Years 

•  Solid  Waste 

15  Years 

•  Roads 

10  Years 

Community 

Straight  tine 

25  Years 

Other  property,  plant  and  equipment 

Straight  line 

30  Years 

Items  of  property,  plant  and  equipment  are  derecognised  when  the  asset  is  disposed  of  or  when  there  are  no  further  economic 
benefits  or  service  potentiai  expected  from  the  use  of  the  asset. 

The  gain  or  loss  arising  from  the  derecognition  of  an  item  of  property,  plant  and  equipment  is  included  in  surplus  or  deficit  when 
the  item  is  derecognised.  The  gain  or  loss  arising  ffom  the  derecognition  of  an  item  of  property,  plant  and  equipment  is 
determined  as  the  difference  between  the  net  disposal  proceeds,  if  any,  and  the  carrying  amount  of  the  item. 

1.6  Intanglble  assets 

An  asset  is  identifiable  if  it  either: 

•  is  separable,  i.e.  is  capable  of  being  separated  or  divided  from  an  entity  and  sold,  transferred,  licensed,  rented  or 
exchanged,  either  individually  or  together  with  a  related  contract,  identifiable  assets  or  liability,  regardiess  of 
whether  the  entity  intends  to  do  so;  or 

•  arises  from  binding  arrangements  (including  rights  ffom  contracts),  regardless  of  whether  those  rights  are 
transferable  or  separable  from  the  municipality  or  from  other  rights  and  obligations, 

A  binding  arrangement  describes  an  arrangement  that  confers  similar  rights  and  obligations  on  the  parties  to  it  as  if  it  were  in 
the  form  of  a  contract. 

An  intangible  asset  is  recognised  when: 

•  it  is  probable  that  the  expected  future  economic  benefits  or  service  potential  that  are  atthbutable  to  the  asset  will 
flowto  the  municipality;  and 

•  the  cost  or  fair  vaiue  of  the  asset  can  be  measured  reliably. 

The  municipality  assesses  the  probability  of  expected  future  economic  benefits  or  service  potential  using  reasonable  and 
supportable  assumptions  that  represent  managementJs  best  estimate  of  the  set  of  economic  conditions  that  will  exist  over  the 
useful  Jife  of  the  asset. 

Where  an  intangible  asset  is  acquired  through  a  non-exchange  transaction,  its  initial  cost  at  the  date  of  acquisition  is  measured 
at  its  fair  value  as  at  that  date. 

Expenditure  on  research  (or  on  the  research  phase  of  an  internal  project)  is  recognrsed  as  an  expense  when  it  is  incurred. 

An  intangible  asset  arising  from  development  (or  ffom  the  development  phase  of  an  intemal  project)  is  recognised  when: 

•  rt  is  technically  feasible  to  complete  the  asset  so  that  it  wiil  be  available  for  use  or  sale. 

•  there  is  an  intention  to  complete  and  use  or  sell  it. 

•  there  is  an  ability  to  use  or  sell  it 

•  it  will  generate  probable  future  economic  benefits  or  service  potential. 

•  there  are  available  technical,  financial  and  other  resources  to  complete  the  development  and  to  use  or  sell  the 
asset. 

•  the  expenditure  attributable  to  the  asset  during  its  development  can  be  measured  reliably. 

Intangible  assets  are  carried  at  cost  less  any  accumulated  amortisation  and  any  impairment  losses. 
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Mthonjaneni  Locai  Municipality 

(Registratfon  number  KZN  285) 

Annual  Ftnancial  Statements  for  the  year  endecf  30  June  2018 

Accounting  Policies 


1 .6  Intanglble  assets  (contlnued) 

An  intangible  asset  is  regarded  as  having  an  indefinite  useful  life  when,  based  on  alE  relevant  factors,  there  is  no  foreseeable 
fimit  to  the  period  over  which  the  asset  is  expected  to  generate  net  cash  inflows  or  service  potential.  Amortisation  is  not 
provided  fbr  these  intangible  assets,  but  they  are  tested  fbr  impairment  annually  and  whenever  ttiere  is  an  indication  that  the 
asset  may  be  impaired.  For  all  other  intangible  assets  amortisation  is  provided  on  a  straight  line  basis  over  their  useful  life. 

The  amortisation  period  and  the  amortisation  method  for  intangible  assets  are  reviewed  at  each  reporting  date. 

Reassessing  the  useful  life  of  an  intangible  asset  with  a  finrte  useful  life  after  it  was  classified  as  indefinite  is  an  indicator  that 
the  asset  may  be  impaired,  A$  a  result  the  asset  is  tested  for  impairment  and  the  remaining  carrying  amount  is  amortised  over 
its  useful  life. 

Internally  generated  brands,  mastheads,  publishing  titles,  customer  lists  and  items  similar  in  substance  are  not  recognised  as 
intangible  assets. 

Intemally  generated  goodwill  is  not  recognised  as  an  intangible  asset 

Amortisation  is  provided  to  write  down  the  intangibie  assets,  on  a  straight  line  basis,  to  their  residual  values  as  follows: 


Item  Depreciation  method  Average  useful  life 

Licenses  lOYears 

Computer  software  5  Years 

1.7  Heritage  assets 

Heritage  assets  are  assets  that  have  a  cultural,  environmental,  historical,  natural,  scientific,  technological  or  artistic  significance 
and  are  held  indefinitely  for  the  benefit  of  present  and  future  generations. 

Recognition 

The  municipality  recognises  a  heritage  asset  as  an  asset  if  it  is  probable  that  future  economic  benefits  or  service  potential 
associated  with  the  asset  will  flow  to  the  municipality,  and  the  cost  or  fair  value  of  the  asset  can  be  measured  reliably. 

Initial  measurement 

Heritage  assets  are  measured  at  cost. 

Where  a  heritage  asset  is  acquired  through  a  non-exchange  transaction,  its  cost  is  measured  at  its  fair  value  as  at  the  date  of 
acquisition. 

Subsequent  measurement 

After  recognition  as  an  asset,  a  class  of  heritage  assets  is  carried  at  its  cost  less  any  accumulated  impairment  losses. 

After  recognition  as  an  asset,  a  dass  of  heritage  assets,  whose  fair  value  can  be  measured  reliably,  is  carried  at  a  revalued 
amount,  being  its  fair  value  at  the  date  of  the  revaiuation  less  any  subsequent  impairment  losses. 

If  a  heritage  asset’s  carrying  amount  is  increased  as  a  resuit  of  a  revaluation,  the  increase  is  credited  directly  to  a  revaluation 
surplus.  However,  the  increase  is  recognised  in  surplus  or  deficit  to  the  extent  that  it  reverses  a  revaluation  decrease  of  the 
same  heritage  asset  previously  recognised  in  surplus  ordeficit. 

If  a  heritage  asset’s  carrying  amount  is  decreased  as  a  result  of  a  revaluation,  the  decrease  is  recognised  in  surplus  or  deficit 
However,  the  decrease  is  debited  directly  to  a  revaiuation  surplus  to  the  extent  of  any  credit  balance  existing  in  the  revaluation 
surplus  in  respect  of  that  heritage  asset. 

Empairment 

The  municipality  assesses  at  each  reporting  date  whether  there  is  an  indication  that  it  may  be  impaired.  If  any  such  indication 
exists,  the  municipality  estimates  the  recoverable  amount  or  the  recoverable  service  amount  of  the  heritage  asset. 


16 


Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Accounting  Policies 


1 .7  Heritage  assets  (continued) 

Transfers 

Transfers  from  heritage  assets  are  only  made  when  the  particular  asset  no  longer  meets  the  definition  of  a  heritage  asset. 
Transfers  to  heritage  assets  are  only  made  when  the  asset  meets  the  definition  of  a  heritage  asset. 

Derecognition 

The  municipality  derecognises  heritage  asset  on  disposal,  or  when  no  future  economic  benefits  or  service  potential  are 
expected  from  its  use  ordisposal. 

The  gain  or  loss  arising  from  the  derecognition  of  a  heritage  asset  is  included  in  surplus  or  deficit  when  the  rtem  ts 
derecognised  (unless  the  Standard  of  GRAP  on  leases  requires  otherwise  on  a  sale  and  feaseback). 

1.8  Financial  instruments 

A  financial  instrument  is  any  contract  that  gives  rise  to  a  financial  asset  of  one  entity  and  a  financial  liability  or  a  residual 
interest  of  another  entity. 

The  amortised  cost  of  a  financial  asset  or  financial  liability  is  the  amount  at  which  the  financial  asset  or  financial  Tiability  is 
measured  at  initial  recognition  minus  principal  repayments,  plus  or  minus  the  cumulative  amortisation  using  the  effective 
interest  method  of  any  difference  between  that  initial  amount  and  the  maturity  amount,  and  minus  any  reduction  (directly  or 
through  the  use  of  an  allowance  account)  for  impairment  or  uncollectibility. 

Credit  risk  is  the  risk  that  one  party  to  a  financial  instrument  will  cause  a  financial  loss  for  the  other  party  by  failing  to  discharge 
an  obligation. 

Currency  risk  is  the  risk  that  the  fair  vaiue  or  future  cash  fiows  of  a  financial  instrument  will  fluctuate  because  of  changes  in 
foreign  exchange  rates. 

Derecognition  is  the  removal  of  a  previously  recognised  financial  asset  or  financial  liability  from  an  entity's  statement  of 
financial  position. 

A  derivative  is  a  financial  instrument  or  other  contract  with  all  three  of  the  following  characteristics: 

•  Its  value  changes  in  response  to  the  change  in  a  specified  interest  rate,  financial  instrument  price,  commodity  price, 
foreign  exchange  rate,  index  of  prices  or  rates,  credit  rating  or  credit  index,  or  other  variable,  provided  in  the  case  of 
a  non-financial  variable  that  the  variable  is  not  specific  to  a  party  to  the  contract  (sometimes  called  the  ‘underfying’). 

•  It  requrres  no  initial  net  investment  or  an  initiaf  net  investment  that  is  smaller  than  would  be  required  fbr  other  types 
of  contracts  that  would  be  expected  to  have  a  similar  response  to  changes  in  market  factors, 

•  It  is  settled  at  a  future  date. 

The  effective  interest  method  is  a  method  of  calculating  the  amortised  cost  of  a  financial  asset  or  a  financial  liability  (or  group  of 
financial  assets  or  financial  liabilities)  and  of  allocating  the  interest  income  or  interest  expense  over  the  relevant  period.  The 
effective  interest  rate  is  the  rate  that  exactly  discounts  estimated  futune  cash  payments  or  receipts  through  the  expected  life  of 
the  financial  instrument  or,  when  appropriate,  a  shorter  period  to  the  net  carrying  amount  of  the  financial  asset  or  financial 
liability.  When  calculating  the  effective  interest  rate,  an  entity  shall  estimate  cash  flows  considering  all  contractual  terms  of  the 
financial  instrument  (fbr  example,  prepayment,  call  and  similar  options)  but  shall  not  consider  future  credit  losses.  The 
calculation  includes  all  fees  and  points  paid  or  received  between  parties  to  the  contract  that  are  an  integral  part  of  the  effective 
interest  rate  (see  the  Standard  of  GRAP  on  Revenue  from  Exchange  Transactions),  transaction  costs,  and  all  other  premiums 
or  discounts.  There  is  a  presumption  that  the  cash  flows  and  the  expected  life  of  a  group  of  similar  financial  instruments  can  be 
estimated  reliably.  However,  in  those  rare  cases  when  it  is  not  possible  to  reliably  estimate  the  cash  flows  or  the  expected  life 
of  a  financial  instrument  (or  group  of  financial  instruments),  the  entity  shall  use  the  contractual  cash  flows  over  the  full 
contractual  term  of  the  financial  instrument  (orgroup  of  financial  instruments). 

Fair  value  is  the  amount  for  which  an  asset  could  be  exchanged,  or  a  liability  settled,  between  knowledgeable  willing  parties  in 
an  arm’s  length  transaction. 

A  financial  asset  is: 

•  cash; 

•  a  residual  interest  of  another  entity;  or 
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1.8  Financlal  instmments  (contlnued) 

-  a  contractual  right  to: 

receive  cash  or  another  financial  asset  from  another  entity;  or 

exchange  financial  assets  or  financial  liabilitres  with  another  entity  under  conditions  that  are  potentialiy 
favourable  to  the  entity. 

A  financial  guarantee  contract  is  a  contract  that  requires  the  issuer  to  make  specrfied  payments  to  reimburse  the  holder  fbr  a 
loss  it  incurs  because  a  specified  debtor  fails  to  make  payment  when  due  in  accordance  with  the  original  or  modified  temns  of  a 
debt  instrument 

A  financial  liability  is  any  EiabiEity  that  is  a  contractual  obligation  to: 

•  deliver  cash  or  another  financiai  asset  to  another  entity;  or 

•  exchange  financial  assets  orfinandal  liabilities  under  conditions  that  are  potentially  unfavourable  to  the  entity. 

Interest  rate  risk  is  the  risk  that  the  fair  value  or  future  cash  flows  of  a  financial  instrument  will  fluctuate  because  of  changes  in 
market  interest  rates. 

Liquidity  risk  is  the  risk  encountered  by  an  entity  rn  the  event  of  difficulty  in  meeting  obligations  associated  with  financial 
liabilities  that  are  settled  by  delivering  cash  or  another  financial  asset. 

Market  risk  is  the  risk  that  the  fair  value  or  future  cash  flows  of  a  financial  instrument  will  fluctuate  because  of  changes  in 
market  prices.  Market  risk  comprises  three  types  of  risk:  cumency  risk,  interest  rate  risk  and  other  price  risk. 

Other  price  risk  is  the  risk  that  the  fair  value  or  future  cash  flows  of  a  financial  rnstmment  will  fiuctuate  because  of  changes  in 
market  prices  (other  than  those  arising  from  interest  rate  risk  or  currency  risk),  whether  those  changes  are  caused  by  factors 
specific  to  the  individual  financial  instmment  or  its  issuer,  or  factors  affecting  all  similar  financial  instruments  traded  in  the 
market. 

A  financial  asset  is  past  due  when  a  counterparty  has  failed  to  make  a  payment  when  contractually  due. 

A  residual  interest  is  any  contract  that  manifests  an  interest  in  the  assets  of  an  entity  after  deducting  ali  of  its  liabilities.  A 
residual  interest  includes  contributions  from  owners,  which  may  be  shown  as: 

•  equity  instruments  or  similar  forms  of  unitised  capital; 

•  a  formal  designation  of  a  transfer  of  resources  (or  a  class  of  such  transfers)  by  the  parties  to  the  transaction  as 
forming  part  of  an  entity's  net  assets,  either  befbre  the  contribution  occurs  or  at  the  time  of  the  contribution;  or 

•  a  fbrmal  agreement,  in  relation  to  the  contribution,  establishing  or  increasing  an  existing  financial  interest  in  the  net 
assets  of  an  entity. 

Transaction  costs  are  incremental  costs  that  are  directly  attributable  to  the  acquisition,  issue  or  disposal  of  a  financial  asset  or 
financial  liability.  An  incremental  cost  is  one  that  would  not  have  been  incurred  if  the  entity  had  not  acquired,  issued  or 
disposed  of  the  financial  instrument. 

Financial  instmments  at  amortised  cost  are  non-derivative  financial  assets  or  non-derivative  financial  liabilities  that  have  fixed 
or  determinable  payments,  excluding  those  instruments  that 

•  the  entity  designates  at  fair  value  at  initial  recognition;  or 

•  are  held  fortrading. 

Financial  instmments  at  cost  are  investments  in  residual  interests  that  do  not  have  a  quoted  market  price  in  an  active  market, 
and  whose  fair  value  cannot  be  reliably  measured. 

Financial  instruments  at  fair  value  comprise  financial  assets  or  financial  liabilities  that  are: 

•  derivatives; 

»  combined  instruments  that  are  designated  at  fair  value; 

•  instruments  held  for  trading,  A  financial  instrument  is  held  for  trading  if: 

it  is  acquired  or  incunred  principally  for  the  purpose  of  selling  or  repurchasing  it  in  the  near-term;  or 
on  initial  recognition  it  is  part  of  a  portfolio  of  identified  financial  instruments  that  are  managed  together  and  fbr 
which  there  is  evidence  of  a  recent  actual  pattem  of  short  term  profit-taking; 

-  non-derivative  financial  assets  or  financial  liabilities  with  fixed  or  determinable  payments  that  are  designated  at 
fair  value  at  initial  recognition;  and 

-  financial  instruments  that  do  not  meet  the  definition  of  financial  instruments  at  amortised  cost  or  financial 
instmments  at  cost 
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1.8  Financlal  instruments  (continued) 

Initial  recognition 

The  entity  recognises  a  financial  asset  or  a  financial  liability  in  its  statement  of  financial  position  when  the  entity  becomes  a 
party  to  the  contractual  provisions  of  the  instrument. 

The  entity  recognises  financial  assets  using  trade  date  accounting. 

Initial  measurement  of  financial  assets  and  financial  liabillties 

The  entity  measures  a  financial  asset  and  financial  liability  initially  at  its  fair  value  plus  transaction  costs  that  are  directly 
attributable  to  the  acquisition  or  rssue  of  the  financial  asset  or  financial  liability. 

The  entity  measures  a  financial  asset  and  financial  liability  initially  at  its  fair  value  [if  subsequently  measured  at  fair  value]. 

The  entity  first  assesses  whether  the  substance  of  a  concessionary  loan  is  in  fact  a  loan.  On  initial  recognrtion,  the  entity 
analyses  a  concessionary  loan  into  its  component  parts  and  accounts  for  each  component  separately.  The  entity  accounts  for 
that  part  of  a  concessionary  loan  that  is: 

•  a  social  benefit  in  accordance  with  the  Framework  fbr  the  Preparation  and  Pnesentation  of  Financial  Statements, 
where  it  is  the  issuer  of  the  loan;  or 

•  non-exchange  revenue,  in  accordanoe  with  the  Standard  of  GRAP  on  Revenue  firom  Non-exchange  Transactions 
(Taxes  and  Transfers),  where  it  is  the  recipient  of  the  loan. 

Subsequent  measurement  of  financial  assets  and  financial  liabilities 

The  entity  measures  all  financial  assets  and  financial  liabilities  after  rnrtial  recognition  using  the  following  categories: 

•  Financial  instruments  at  fair  value. 

•  Financial  instruments  at  amortised  cost. 

•  Financial  instruments  at  cost. 

All  financial  assets  measured  at  amortised  cost,  or  cost,  are  subjectto  an  impairment  review. 
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1 .8  Financlal  Instruments  (contlnued) 

Derecognition 
Financial  assets 

The  entity  derecognises  financtal  assets  using  trade  date  accounting, 

The  entity  darecognises  a  financial  asset  only  when: 

•  the  contractual  rights  to  the  cash  flows  from  the  financial  asset  expire,  are  settled  or  waived; 

•  the  entity  transfers  to  another  party  substantially  all  of  the  risks  and  rewards  of  ownership  of  the  financial  asset;  or 

•  the  entity,  despite  having  retained  some  significant  risks  and  rewards  of  ownership  of  the  financiaf  asset,  has 
transferred  control  of  the  asset  to  another  party  and  the  other  party  has  the  practical  ability  to  sell  the  asset  in  rts 
entirety  to  an  unrelated  third  party,  and  is  able  to  exercise  that  ability  uniiaterally  and  without  needing  to  impose 
additional  restrictions  on  the  transfer  In  this  case,  the  entity : 

-  derecognise  the  asset;  and 

-  recognise  separately  any  rights  and  obligations  created  or  retained  in  the  transfer. 

The  carrying  amounts  of  the  transferred  asset  are  allocated  between  the  rights  or  obligations  retained  and  those  transferred  on 
the  basis  of  their  relative  fair  vaiues  at  the  transfer  date.  Newly  created  rights  and  obligations  are  measured  attheir  fair  values 
at  that  date.  Any  difference  between  the  consideration  received  and  the  amounts  recognised  and  derecognised  is  recognised 
in  surplus  or  deficit  in  the  period  of  the  transfer. 

(f  the  entity  transfers  a  financia!  asset  in  a  transfer  that  qualrfies  for  derecognition  in  its  entirety  and  retains  the  right  to  service 
the  financial  asset  for  a  fee,  it  recognise  either  a  servicing  asset  or  a  servicing  liability  for  that  servidng  contract.  If  the  fee  to  be 
reoeived  is  not  expected  to  compensate  the  entity  adequately  for  performing  the  servicing,  a  servicing  liability  for  the  servicing 
obligation  is  recognised  at  its  fair  value.  If  the  fee  to  be  received  is  expected  to  be  more  than  adequate  compensation  for  the 
servicing,  a  servicing  asset  is  recognised  fbr  the  servicing  right  at  an  amount  detemnined  on  the  basis  of  an  ailocation  of  the 
carrying  amount  of  the  larger  financial  asset. 

If,  as  a  result  of  a  transfer,  a  financial  asset  is  derecognised  in  its  entirety  but  the  transfer  results  in  the  entity  obtaining  a  new 
financial  asset  or  assuming  a  new  financial  (iability,  or  a  servicing  liability,  the  entity  recognise  the  newfinancial  asset,  financial 
liability  or  servicing  liability  at  fair  value. 

On  derecognition  of  a  financial  asset  in  its  entirety,  the  difference  between  the  carrying  amount  and  the  sum  of  the 
consideration  received  is  recognised  in  surplus  or  deficit. 

If  the  transferred  asset  is  part  of  a  larger  financiai  asset  and  the  part  transferred  qualifies  for  derecognition  in  its  entirety,  the 
previous  carrying  amount  of  the  larger  financial  asset  is  allocated  between  the  part  that  continues  to  be  recognised  and  the  part 
that  is  derecognised,  based  on  the  relative  fair  values  of  those  parts,  on  the  date  of  the  transfer.  For  this  purpose,  a  retained 
servicing  asset  is  treated  as  a  part  that  continues  to  be  reoognised.  The  differenoe  between  the  carrying  amount  allocated  to 
the  part  dereoognised  and  the  sum  of  the  consideration  received  for  the  part  derecognised  is  recognised  in  surplus  or  deficit. 

If  a  transfer  does  not  result  in  derecognition  because  the  entity  has  retained  substantialiy  all  the  risks  and  rewards  of  ownership 
of  the  transferred  asset,  the  entity  continues  to  recognise  the  transferred  asset  in  its  entirety  and  recognise  a  financial  liability 
for  the  consideration  received.  In  subsequent  periods,  the  entity  recognises  any  revenue  on  the  transferred  asset  and  any 
expense  incurred  on  the  financial  liability.  Neither  the  asset,  and  the  associated  Irability  nor  the  revenue,  and  the  associated 
expenses  are  offset. 

Financial  liabillties 

The  entity  removes  a  financial  liability  (or  a  part  of  a  financial  liability)  ffom  its  statement  of  financial  position  when  it  is 
extinguished  —  i.e.  when  the  obtigation  specified  in  the  contract  is  discharged,  cancelled,  expires  or  waived. 

An  exchange  between  an  existing  borrower  and  lender  of  debt  instruments  wrth  substantially  different  terms  is  accounted  for  as 
having  extinguished  the  original  financial  liability  and  a  new  financial  liability  is  necognised.  Similariy,  a  substantial  modification 
of  the  terms  of  an  existing  financial  liability  or  a  part  of  it  is  accounted  for  as  having  extinguished  the  original  financial  liabilfty 
and  having  recognised  a  new  financial  liability. 
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1.8  Financial  fnstruments  (continued) 

The  difference  between  the  carrying  amount  of  a  financial  liability  (or  part  of  a  financial  liability)  extinguished  or  transferred  to 
another  party  and  the  consideration  paid,  including  any  non-cash  assets  transferred  or  liabilities  assumed,  is  recognised  in 
surplus  or  deficit.  Any  liabilities  that  are  waived,  fbrgiven  or  assumed  by  another  entity  by  way  of  a  non-exchange  transaction 
are  accounted  for  in  accordance  with  the  Standard  of  GRAP  on  Revenue  ffom  Non-exchange  Transactions  (Taxes  and 
Transfers). 

Presentation 

Interest  relating  to  a  financial  instrument  or  a  component  that  is  a  financial  liability  is  recognised  as  revenue  or  expense  in 
surplus  or  deficit. 

Dividends  or  similar  distributions  relating  to  a  financial  instrument  or  a  component  that  is  a  financial  liability  is  recognised  as 
revenue  or  expense  in  surplus  or  deficit. 

Losses  and  gains  relating  to  a  financial  instrument  or  a  component  that  is  a  financial  liability  is  recognised  as  revenue  or 
expense  in  surplus  ordeficlt. 

Distributions  to  holders  of  residual  interests  are  recognised  by  the  entity  directiy  in  net  assets.  Transaction  costs  incurred  on 
residual  interests  are  accounted  for  as  a  deductlon  from  net  assets.  Income  tax  [where  applicable]  relating  to  distributions  to 
holders  of  residual  interests  and  to  transaction  costs  incurred  on  residual  interests  are  accounted  for  in  accordance  with  the 
International  Accounting  Standard  on  Income  Taxes. 

A  financial  asset  and  a  financial  liability  are  only  offset  and  the  net  amount  presented  in  the  statement  of  financial  position 
when  the  entity  currently  has  a  legally  enforceable  right  to  set  off  the  recognised  amounts  and  intends  either  to  settle  on  a  net 
basis,  or  to  realise  the  asset  and  settle  the  liability  simultaneously. 

In  accounting  fbr  a  transfer  of  a  financial  asset  that  does  not  qualify  for  derecognition,  the  entity  does  not  offset  the  transferred 
asset  and  the  associated  liability. 

1.9  Leases 

A  lease  is  classlfied  as  a  finance  lease  if  it  transfers  substantially  all  the  risks  and  rewards  incidental  to  ownership.  A  lease  is 
classified  as  an  operating  lease  if  it  does  not  transfer  substantially  all  the  risks  and  rewards  incidental  to  ownership. 

When  a  lease  includes  both  land  and  buildings  elements,  the  entity  assesses  the  classification  of  each  element  separately. 

Finance  leases  -  lessee 

Finance  leases  are  recognised  as  assets  and  liabilities  in  the  statement  of  financial  position  at  amounts  equal  to  the  fair  value 
of  the  leased  property  or,  if  lower,  the  present  value  of  the  minimum  lease  payments.  The  corresponding  liability  to  the  lessor  is 
included  in  the  statement  of  financial  position  as  a  finance  lease  obligation. 

Minimum  lease  payments  are  apportioned  between  the  finance  charge  and  reduction  of  the  outstanding  liability.  The  finance 
charge  is  allocated  to  each  period  during  the  lease  term  so  as  to  produce  a  constant  periodic  rate  of  on  the  remaining  balance 
of  the  liability. 

Any  contingent  rents  are  expensed  in  the  period  in  which  they  are  incurred. 

Operating  leases  -  lessor 

Operating  lease  revenue  is  recognised  as  revenue  on  □  straight-line  basis  overthe  lease  term. 

Initial  direct  costs  incurred  in  negotiating  and  arranging  operating  leases  are  added  to  the  carrying  amount  of  the  leased  asset 
and  recognised  as  an  expense  over  the  lease  term  on  the  same  basis  as  the  Jease  revenue. 

The  aggregate  cost  of  incentrves  is  recognised  as  a  reduction  of  rental  revenue  over  the  lease  term  on  a  straight-line  basis. 

The  aggregate  benefit  of  incentives  is  recognised  as  a  reduction  of  rental  expense  over  the  lease  temn  on  a  straight-line  basis. 
Income  fbr  leases  is  disclosed  under  revenue  in  statement  of  financial  performance. 
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1.9  Leases  (continued) 

Operating  leases  -  lessee 

Operating  lease  payments  are  recognised  as  an  expense  on  a  straight-iine  basis  over  the  lease  term.  The  difference  between 
the  amounts  recognised  as  an  expense  and  the  contractual  payments  are  recognised  as  an  operating  lease  asset  or  liability. 

1.10  Inventories 

Inventories  are  initially  measured  at  cost  except  where  inventories  are  acquired  through  a  non-exchange  transaction,  then  their 
costs  are  their  fair  value  as  at  the  date  of  acquisition. 

Subsequently  inventories  are  measured  at  the  lower  of  cost  and  net  realisable  vaiue. 

Inventories  are  measured  at  the  lower  of  cost  and  current  replacement  cost  where  they  are  held  fbr; 

•  distribution  at  no  charge  or  fbr  a  nominal  charge;  or 

•  consumption  in  the  production  process  of  goods  to  be  distributed  at  no  charge  or  fbr  a  nominal  charge. 

Net  realisable  value  is  the  estimated  selling  price  in  the  ordinary  course  of  operations  less  the  estimated  costs  of  completion 
and  the  estimated  costs  necessary  to  make  the  sale,  exchange  or  distribution. 

Current  replacement  cost  is  the  cost  the  municipality  incurs  to  acquire  the  asset  on  the  reporting  date. 

The  cost  of  inventories  comprises  of  all  costs  of  purchase,  costs  of  conversion  and  other  costs  incurred  in  bringing  the 
inventories  to  their  present  location  and  condition. 

The  cost  of  inventories  of  items  that  are  not  ordinariiy  interchangeable  and  goods  or  services  pnoduced  and  segregated  for 
specific  projects  is  assigned  using  specific  identification  of  the  individual  costs. 

The  cost  of  inventories  is  assigned  using  the  weighted  average  cost  formula.  The  same  cost  formula  is  used  for  all  inventories 
having  a  similar  nature  and  use  to  the  municipality. 

1.11  Constructlon  contracts  and  recelvables 

Construction  contract  is  a  contract,  or  a  similar  binding  arrangement,  specifically  negotiated  for  the  construction  of  an  asset  or 
a  combination  of  assets  that  are  closely  interrelated  or  interdependent  in  terms  of  their  design,  technology  and  function  or  their 
ultimate  purpose  or  use. 

Contractor  is  an  entity  that  performs  construction  work  pursuant  to  a  construction  contract. 

Cost  plus  or  cost  based  contract  is  a  construction  contract  in  which  the  contractor  is  reimbursed  for  allowable  or  otherwise 
defined  costs  and,  in  the  case  of  a  commercially-based  contractt  an  additional  percentage  of  these  costs  or  a  fixed  fee,  if  any. 

Fixed  price  contract  is  a  construcdon  contract  in  which  the  contractor  agrees  to  a  fixed  contract  price,  or  a  fixed  rate  per  unit  of 
output,  which  in  some  cases  is  subjectto  cost  escalation  clauses. 

A  contractor  is  an  entity  that  enters  into  a  contract  to  build  structures,  construct  fiacilities,  produce  goods,  or  render  services  to 
the  specifications  of  another  entity  either  itself  or  through  the  use  of  sub-contractors.  The  term  ,,contractor,,  thus  includes  a 
general  or  prime  contractor,  a  subcontractor  to  a  general  contractor,  or  a  construction  manager. 

The  entity  assesses  the  terms  and  conditions  of  each  contract  concluded  with  customers  to  establish  whether  the  contract  is  a 
construction  contract  or  not.  In  assessing  whether  the  contract  is  a  construction  contract,  an  entity  considers  whether  it  is  a 
contractor. 

Where  the  outcome  of  a  construction  contract  can  be  estimated  reliably,  contract  revenue  and  costs  are  recognised  by 
reference  to  the  stage  of  completion  of  the  contract  activity  at  the  reporting  date,  as  measured  by  . 

Variations  in  contract  work,  claims  and  incentive  payments  are  included  to  the  extent  that  they  have  been  agreed  with  the 
customer. 

When  the  outcome  of  a  construction  contract  cannot  be  estimated  reliabiy,  contract  revenue  is  recognised  to  the  extent  that 
contract  costs  incurred  are  recoverable.  Contract  costs  are  recognised  as  an  expense  in  the  period  in  which  they  are  incurred. 
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1.11  Construction  contracts  and  receivables  (continued) 

When  it  is  probable  that  total  contract  costs  will  exceed  total  contract  revenue,  the  expected  deficit  is  recognised  as  an 
expense  immediately. 

1.12  Impairment  of  cash-generating  assets 

Cash-generating  assets  are  assets  used  with  the  objective  of  generating  a  commercial  return.  Commercial  return  means  that 
positive  cash  flows  are  expected  to  be  significantly  higher  than  the  cost  of  the  asset 

Impairment  is  a  loss  in  the  future  economic  benefits  or  service  potential  of  an  asset,  over  and  above  the  systematic  recognition 
of  the  loss  of  the  asset’s  future  economic  benefits  or  service  potential  through  depreciation  (amortisation). 

Carrying  amount  is  the  amount  at  which  an  asset  is  recognised  in  the  statement  of  financial  position  after  deducting  any 
accumulated  depreciation  and  accumulated  impairment  losses  thereon. 

A  cash-generating  unit  is  the  smallest  identifiable  group  of  assets  used  with  the  objective  of  generating  a  commercial  return 
that  generates  cash  inflows  from  continuing  use  that  are  largely  independent  of  the  cash  inflows  ffom  other  assets  or  groups  of 
assets. 

Costs  of  disposal  are  incremental  costs  directly  attributable  to  the  disposai  of  an  asset,  excluding  finance  costs  and  income  tax 
expense. 

Depreciation  (Amortisation)  is  the  systematic  allocation  of  the  depreciable  amount  of  an  asset  over  its  useful  life. 

Fair  value  less  costs  to  sell  is  the  amount  obtainable  frorn  the  sale  of  an  asset  in  an  arm's  length  transaction  between 
knowledgeable,  willing  parties,  less  the  costs  of  disposal. 

Recoverable  amount  of  an  asset  or  a  cash-generating  unit  is  the  higher  its  fair  value  less  costs  to  sell  and  its  value  in  use. 
Useful  life  is  either: 

•  the  period  of  time  over  which  an  asset  is  expected  to  be  used  by  the  municipality;  or 

•  the  number  of  production  or  similar  units  expected  to  be  obtained  from  the  asset  by  the  municipality. 

Identificatlon 

When  the  carrying  amount  of  a  cash-generating  asset  exceeds  its  recoverable  amount,  it  is  impaired. 

The  municipality  assesses  at  each  reporting  date  whether  there  is  any  indication  that  a  cash-generating  asset  may  be 
impaired.  If  any  such  indication  exists,  the  municipality  estimates  the  recoverable  amount  of  the  asset. 

Irrespective  of  whether  there  is  any  indication  of  impairment,  the  municipality  also  tests  a  cash-generating  intangible  asset  with 
an  indefinite  useful  life  or  a  cash-generating  intangible  asset  notyet  available  for  use  for  impairment  annually  by  comparing  its 
carrying  amount  with  its  recoverable  amount.  This  impairment  test  is  perfbrmed  at  the  same  time  every  year.  if  an  intangible 
asset  was  initially  recognised  during  the  current  reporting  period,  that  intangible  asset  was  tested  for  impairment  before  the  end 
of  the  current  reporting  period. 

Value  in  use 

Value  in  use  of  a  cash-generating  asset  is  the  present  value  of  the  estimated  future  cash  flows  expected  to  be  derived  from  the 
continuing  use  of  an  asset  and  from  its  disposal  at  the  end  of  its  useful  life. 

When  estimating  the  value  in  use  of  an  asset,  the  municipality  estimates  the  future  cash  infiows  and  outflows  to  be  derived 
from  continuing  use  of  the  asset  and  ffom  its  ultimate  disposal  and  the  municipality  applies  the  appropriate  discount  rate  to 
those  future  cash  flows. 


23 


Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Accounting  Policies 


1.12  Impalrmentof  cash-generatlng  aseets  (continued) 

Basls  for  estimates  of  future  cash  flows 

In  measuring  value  in  use  the  municipafity: 

•  base  cash  flow  projections  on  reasonable  and  supportabEe  assumptions  that  represent  management's  best  estimate 
of  the  range  of  economic  conditions  that  will  exist  over  the  remaining  useful  life  of  the  asset  Greater  weight  is  given 
to  extemal  evidence; 

•  base  cash  flow  projections  on  the  most  recent  approved  financial  budgets/forecasts,  but  excludes  any  estimated 
future  cash  inflows  or  outflows  expected  to  arise  from  future  restructuring’s  or  from  improving  or  enhancing  the 
assefs  performance.  Projections  based  on  these  budgets/forecasts  covers  a  maximum  period  of  five  years,  unless  a 
longer  period  can  be  justrfied;  and 

•  estimate  cash  flow  projections  beyond  the  period  covered  by  the  most  recent  budgets/forecasts  by  extrapolating  the 
projections  based  on  the  budgets/forecasts  using  a  steady  or  declining  growth  rate  for  subsequent  years,  unless  an 
increasing  rate  can  be  justified.  This  growth  rate  does  not  exceed  the  long-term  average  growth  rate  fbr  the 
products,  industries,  or  country  or  countries  in  which  the  entity  operates,  or  for  the  market  in  which  the  asset  is  used, 
unless  a  higher  rate  can  be  justified. 

Composition  of  estimates  of  future  cash  flows 

Estimates  of  future  cash  flows  include: 

•  projections  of  cash  inflows  from  the  continuing  use  of  the  asset; 

•  projections  of  cash  outflows  that  are  necessarily  inourred  to  generate  the  cash  inflows  from  continuing  use  of  the 
asset  (including  cash  outflows  to  prepare  the  asset  for  use)  and  can  be  directly  attributed,  or  allocated  on  a 
reasonable  and  consistent  basis,  to  the  asset;  and 

•  net  cash  flows,  if  any,  to  be  received  (or  paid)  for  the  disposal  of  the  asset  at  the  end  of  its  useful  life. 

Estimates  of  future  cash  flows  exclude: 

•  cash  inflows  or  outflows  from  financing  activities;  and 

•  income  tax  receipts  or  payments. 

The  estimate  of  net  cash  flows  to  be  received  (or  paid)  for  the  disposal  of  an  asset  at  the  end  of  its  useful  life  is  the  amount  that 
the  municipality  expects  to  obtain  from  the  disposal  of  the  asset  in  an  amn's  length  transaction  between  knowledgeable,  wiJling 
parties,  afterdeducting  the  estimated  costs  of  disposal. 

Recognltlon  and  measurement  (individual  asset) 

If  the  recoverable  amount  of  a  cash-generating  asset  is  less  than  its  carrying  amount,  the  carrying  amount  of  the  asset  is 
reduced  to  its  recoverable  amount.  This  reduction  is  an  impairment  loss. 

An  impaimnent  loss  is  recognised  immediately  in  surplus  or  deficit. 

Any  impairment  loss  of  a  revalued  cash-generating  asset  is  treated  as  a  revaluation  decrease. 

When  the  amount  estimated  for  an  impairment  loss  is  greater  than  the  carrying  amount  of  the  cash-generating  asset  to  which  it 
relates,  the  municipality  recognises  a  liability  only  to  the  extent  that  is  a  requirement  in  the  Standard  of  GRAP. 

After  the  recognition  of  an  impairment  loss,  the  depredation  (amortisation)  charge  for  the  cash-generating  asset  is  adjusted  in 
future  periods  to  allocate  the  cash-generating  asset’s  revised  carrying  amount,  less  its  residual  value  (if  any),  on  a  systematic 
basis  over  its  remaining  useful  life. 
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1.12  Impairment  of  cash-generating  assets  (continued) 

Cash-generating  units 

If  there  is  any  indication  that  an  asset  may  be  impaired,  the  recoverable  amount  is  estimated  for  the  individual  asset.  If  it  is  not 
possible  to  estimate  the  recoverable  amount  of  the  individual  asset,  the  municipalrty  determines  the  recoverable  amount  of  the 
cash-generating  unit  to  which  the  asset  belongs  (the  asset's  cash-generating  unit). 

If  an  active  market  exists  for  the  output  produced  by  an  asset  or  group  of  assets,  that  asset  or  group  of  assets  is  identified  as  a 
cash-generating  unit,  even  if  some  or  all  of  the  output  is  used  internally.  If  the  cash  inflows  generated  by  any  asset  or  cash- 
generating  unit  are  affected  by  internal  transfer  pricing,  the  municipality  use  management's  best  estimate  of  future  price(s)  that 
could  be  achieved  in  amYs  length  transactions  in  estimating: 

•  the  future  cash  inflows  used  to  determine  the  asset's  or  cash-generating  unit's  value  in  use;  and 

•  the  future  cash  outflows  used  to  determine  the  value  in  use  of  any  other  assets  or  cash-generating  units  that  are 
affected  by  the  internaf  transfer  pricing. 

Cash-generating  units  are  identified  consistently  from  period  to  period  for  the  same  asset  or  types  of  assets,  unless  a  change 
is  justlfied. 

The  carrying  amount  of  a  cash-generating  unit  is  determined  on  a  basis  consistent  with  the  way  the  recoverable  amount  of  the 
cash-generating  unit  is  determined. 

An  impairment  loss  is  recognised  for  a  cash-generating  unit  if  the  recoverable  amount  of  the  unit  is  less  than  the  carrying 
amount  of  the  unit.  The  impairment  is  allocated  to  reduce  the  carrying  amount  of  the  cash-generating  assets  of  the  unit  on  a 
pro  rata  basis,  based  on  the  carrying  amount  of  each  asset  in  the  unit.  These  reductions  in  carrying  amounts  are  treated  as 
impairment  losses  on  individual  assets. 

In  allocating  an  impairment  loss,  the  entity  does  not  reduce  the  carrying  amount  of  an  asset  below  the  highest  of: 

•  its  fair  value  less  costs  to  sell  (if  determinable); 

•  its  value  in  use  (if  determinable);  and 

•  zero. 

The  amount  of  the  impairment  loss  that  would  otherwise  have  been  allocated  to  the  asset  is  allocated  pro  rata  to  the  other 
cash-generating  assets  of  the  unit. 

Where  a  non-cash-generating  asset  contributes  to  a  cash-generating  unit,  a  proportion  of  the  carrying  amount  of  that  non- 
cash-generating  asset  is  allocated  to  the  carrying  amount  of  the  cash-generating  unit  prior  to  estimation  of  the  recoverable 
amountof  the  cash-generating  unit. 
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1.12  Impalrment  of  cash-generating  assets  (continued) 

Reversal  of  impairment  loss 

The  municipality  assesses  at  each  reporting  date  whether  there  is  any  indication  that  an  impaimrient  loss  recognised  in  prior 
periods  fbr  a  cash-generating  asset  may  no  longer  exist  or  may  have  decreased.  If  any  such  indication  exists,  the  entity 
estrmates  the  recoverabie  amount  of  that  asset. 

An  impairment  loss  recognised  in  prior  periods  fbr  a  cash-generating  asset  is  reversed  if  there  has  been  a  change  in  the 
estimates  used  to  determine  the  asset’s  recoverable  amount  sinoe  the  last  impairment  loss  was  recognised.  The  carrying 
amount  of  the  asset  is  increased  to  its  recoverable  amount.  The  increase  is  a  reversal  of  an  impairment  loss.  The  increased 
carrying  amount  of  an  asset  attributable  to  a  reversal  of  an  impairment  loss  does  not  exoeed  the  carrying  amount  that  would 
have  been  determined  (net  of  depreciation  or  amortisation)  had  no  impaimnent  loss  been  recognised  fbr  the  asset  in  prior 
periods. 

A  reversal  of  an  impaimnent  loss  fbr  a  cash-generating  asset  is  recognised  immediately  in  surplus  or  deficit. 

Any  reversal  of  an  impairment  loss  of  a  revalued  cash-generating  asset  is  treated  as  a  revaluation  increase. 

After  a  reversal  of  an  impairment  loss  is  recognised,  the  depreciation  (amortisation)  charge  for  the  cash-generating  asset  is 
adjusted  in  future  periods  to  allocate  the  cash-generating  asset’s  revised  carrying  amount,  less  its  residual  value  (if  any),  on  a 
systematic  basis  over  its  remaining  useful  life. 

A  reversal  of  an  impairment  loss  for  a  cash-generating  unit  is  ailocated  to  the  cash-generating  assets  of  the  unit  pro  rata  with 
the  carrying  amounts  of  those  assets.  These  increases  in  carrying  amounts  are  treated  as  reversals  of  impairment  losses  for 
individual  assets.  No  part  of  the  amount  of  such  a  reversal  is  allocated  to  a  non-cash-generating  asset  contributing  service 
potential  to  a  cash-generating  unit. 

In  allocating  a  reversal  of  an  impainment  loss  for  a  cash-generating  unit,  the  carrying  amount  of  an  asset  is  not  increased  above 
the  lower  of: 

•  its  recoverable  amount  (if  determinable);  and 

•  the  carrying  amount  that  would  have  been  detemnined  (net  of  amortisation  or  depreciation)  had  no  impairment  loss 
been  recognised  fbr  the  asset  in  prior  periods. 

The  amount  of  the  reversal  of  the  impairment  loss  that  would  otherwise  have  been  allocated  to  the  asset  is  allocated  pro  rata  to 
the  other  assets  of  the  unit. 

Redesignation 

The  redesignation  of  assets  from  a  cash-generating  asset  to  a  non-cash-generating  asset  or  from  a  non-cash-generating  asset 
to  a  cash-generating  asset  only  occur  when  there  is  clear  evidence  that  such  a  redesignation  is  appropriate. 

1.13  Share  capltal  /  contrlbuted  capital 

An  equity  instrument  is  any  contract  that  evidences  a  residual  interest  in  the  assets  of  an  municipaiity  after  deducting  all  of  its 
liabilities. 

1.14  Employee  benefits 

Employee  benefits  are  all  forms  of  consideration  given  by  an  entity  in  exchange  fbr  service  rendered  by  employees. 

A  quaEifying  insurance  policy  is  an  insurance  policy  issued  by  an  insurer  that  is  not  a  related  party  (as  defined  in  the  Standard 
of  GRAP  on  Related  Party  Disclosures)  of  the  reporting  entity,  if  the  proceeds  of  the  policy  can  be  used  only  to  pay  or  fund 
employee  benefits  under  a  defined  benefit  plan  and  are  not  available  to  the  reporting  entity’s  own  creditors  (even  in  liquidation) 
and  cannot  be  paid  to  the  reporting  entity,  unless  either 

•  the  proceeds  represent  surplus  assets  that  are  not  needed  for  the  policy  to  meet  all  the  related  employee  benefit 
obligations;  or 

•  the  proceeds  are  returned  to  the  reporting  entity  to  reimburse  it  for  employee  benefits  already  paid. 

Termination  benefits  are  employee  benefits  payable  as  a  result  of  either: 

•  an  entit^s  decision  to  terminate  an  employee’s  employment  before  the  norrnal  retirement  date;  or 

•  an  employee's  decision  to  accept  voluntary  nedundancy  in  exchange  for  those  benefits. 
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1.14  Employee  benefits  (continued) 

Other  long-term  employee  benefits  are  employee  benefits  (other  than  post-employment  benefits  and  termination  benefits)  that 
are  notdue  to  be  settled  within  twelve  months  afterthe  end  of  the  period  in  which  the  employees  renderthe  related  service. 

Vested  employee  benefits  are  employee  benefits  that  are  not  conditional  on  future  employment. 

Composite  social  security  programmes  are  established  by  legislation  and  operate  as  multi-employer  plans  to  provide  post- 
employment  benefits  as  well  as  to  provide  benefits  that  are  not  consideration  in  exchange  for  service  rendered  by  employees. 

A  constructive  obligation  is  an  obligation  that  derives  frorn  an  entity’s  actions  where  by  an  established  pattern  of  past  practice, 
published  policies  or  a  sufficiently  specific  current  statement,  the  entity  has  indicated  to  other  parties  that  it  will  accept  certain 
responsibilities  and  as  a  result,  the  entity  has  created  a  valid  expectation  on  the  part  of  those  other  parties  that  it  will  discharge 
those  responsibilities. 

Short-term  employee  beneflts 

Short-term  employee  benefits  are  employee  benefits  (other  than  termination  benefits)  that  are  due  to  be  settled  within  twelve 
months  after  the  end  of  the  period  in  which  the  employees  render  the  related  service. 

Short-term  employee  benefits  include  items  such  as: 

•  wages,  salaries  and  social  security  contributions; 

•  short-term  compensated  absences  (such  as  paid  annual  leave  and  paid  sick  leave)  where  the  compensation  forthe 
absences  is  due  to  be  settled  within  twelve  months  after  the  end  of  the  reporting  period  in  which  the  employees 
render  the  related  employee  service; 

■  bonus,  incentive  and  perfbrmance  related  payments  payable  within  twelve  months  after  the  end  of  the  reporting 
period  in  which  the  employees  renderthe  related  service;  and 

•  non-monetary  benefits  (for  example,  medical  caret  and  free  or  subsidised  goods  or  services  such  as  housing,  cars 
and  cellphones)  for  current  employees. 

When  an  employee  has  rendered  service  to  the  entity  during  a  reporting  period,  the  entity  recognise  the  undiscounted  amount 
of  short-term  employee  benefits  expected  to  be  paid  in  exchange  for  that  service: 

•  as  a  liability  (accrued  expense),  after  deducting  any  amount  already  paid.  If  the  amount  already  paid  exceeds  the 
undiscounted  amount  of  the  benefits,  the  entity  recognise  that  excess  as  an  asset  (prepaid  expense)  to  the  extent 
that  the  prepayment  will  lead  to,  for  example,  a  reduction  in  future  payments  or  a  cash  refund;  and 

•  as  an  expense,  unless  another  Standard  requires  or  permits  the  inclusion  of  the  benefits  in  the  cost  of  an  asset. 

The  expected  cost  of  compensated  absences  is  recognised  as  an  expense  as  the  employees  render  services  that  increase 
their  entitlement  or,  in  the  case  of  non-accumulating  absences,  when  the  absence  occurs.  The  entity  measures  the  expected 
cost  of  accumulating  compensated  absences  as  the  additional  amount  that  the  entity  expects  to  pay  as  a  result  of  the  unused 
entitlement  that  has  accumulated  at  the  reporting  date. 

The  entity  recognise  the  expected  cost  of  bonus,  incentive  and  performance  related  payments  when  the  entity  has  a  present 
legal  or  constructive  obligation  to  make  such  payments  as  a  result  of  past  events  and  a  reliable  estimate  of  the  obligation  can 
be  made.  A  present  obligation  exists  when  the  entity  has  no  realistic  alternative  but  to  make  the  payments. 

Post-employment  benefits 

Post-employment  benefits  are  employee  benefits  (other  than  termination  benefits)  which  are  payable  after  the  completion  of 
employment. 

Post-employment  benefit  plans  are  formal  or  informal  arrangements  under  which  an  entity  provides  post-employment  benefits 
for  one  or  more  employees. 

Multi-employer  plans  are  defined  contribution  plans  (other  than  state  plans  and  composite  social  security  programmes)  or 
defined  benefit  plans  (other  than  state  plans)  that  pool  the  assets  contributed  by  various  entities  that  are  not  under  common 
control  and  use  those  assets  to  provide  benefits  to  employees  of  more  than  one  entity,  on  the  basis  that  contribution  and 
benefit  levels  are  determined  without  regard  to  the  identity  of  the  entity  that  employs  the  employees  conoemed. 
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1.14  Employee  benefits  (contlnued) 

Post-employment  benefits:  Defined  contribution  plans 

Defined  contribution  plans  are  post-employment  benefit  plans  under  which  an  entity  pays  fixed  contributions  into  a  separate 
entity  (a  fund)  and  wili  have  no  legal  or  constructive  obligation  to  pay  further  contributions  if  the  fund  does  not  hold  sufficient 
assets  to  pay  all  employee  benefits  relating  to  employee  service  in  the  current  and  prior  periods. 

When  an  employee  has  rendered  service  to  the  entity  during  a  reporting  period,  the  entity  recognise  the  contribution  payable  to 
a  defined  contribution  plan  in  exchange  for  that  service: 

•  as  a  liability  (accrued  expense),  after  deducting  any  contribution  already  paid.  If  the  contribution  already  paid 
exceeds  the  contribution  due  for  service  before  the  reporting  date,  an  entity  recognise  that  excess  as  an  asset 
(prepaid  expense)  to  the  extent  that  the  prepayment  wili  lead  toT  for  example,  a  reduction  in  future  payments  or  a 
cash  refund;  and 

•  as  an  expense,  unless  another  Standard  requires  or  permits  the  inclusion  of  the  contribution  In  the  cost  of  an  asset. 

Where  contributions  to  a  defined  contribution  plan  do  not  fall  due  whoKy  within  twelve  months  after  the  end  of  the  reporting 
period  in  which  the  empEoyees  render  the  related  service,  they  are  discounted.  The  rate  used  to  discount  refiects  the  time  value 
of  money.  The  currency  and  term  of  the  financial  instrument  seiected  to  reflect  the  time  value  of  money  is  consistent  with  the 
currency  and  estimated  term  of  the  obligation. 
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1,14  Employee  benefits  (continued) 

Post-employment  beneflts:  Defined  beneflt  plans 

Defined  benefit  plans  are  post-employment  benefit  plans  otherthan  defined  contribution  plans. 

Actuarial  gains  and  losses  comprise  experience  adjustments  (the  effects  of  differences  between  the  previous  actuarial 
assumptions  and  what  has  actually  occurred)  and  the  effects  of  changes  in  actuarial  assumptions.  In  measuring  its  defined 
benefit  liability  the  entity  recognise  actuarial  gains  and  losses  in  surplus  or  deficit  in  the  reporting  period  in  which  they  occur. 

Assets  held  by  a  long-term  employee  benefit  fund  are  assets  (other  than  non-transferable  financial  instruments  issued  by  the 
reporting  entity)  that  are  held  by  an  entity  (a  fund)  that  is  legally  separate  ffom  the  reporting  entity  and  exists  solely  to  pay  or 
fund  employee  benefits  and  are  available  to  be  used  only  to  pay  or  fund  employee  benefits,  are  not  available  to  the  reporting 
entity's  own  creditors  (even  in  liquidatlon),  and  cannot  be  retumed  to  the  reporting  entity,  unless  either: 

•  the  remaining  assets  of  the  fund  are  sufficient  to  meet  all  the  retated  employee  benefit  obligations  of  the  plan  or  the 
reporting  entity;  or 

•  the  assets  are  returned  to  the  reporting  entity  to  reimburse  it  fbr  employee  benefits  already  paid. 

Current  service  cost  is  the  increase  in  the  present  value  of  the  defined  benefit  obligation  resulting  from  employee  service  in  the 
current  period. 

Interest  cost  is  the  increase  during  a  period  in  the  present  value  of  a  defined  benefit  obligation  which  arises  because  the 
benefits  are  one  period  closer  to  settlement 

Past  service  cost  is  the  change  in  the  present  value  of  the  defined  benefit  obligation  fbr  employee  service  in  prior  periods, 
resulting  in  the  current  period  from  the  introduction  of,  or  changes  to,  post-employment  benefits  or  other  long-term  employee 
benefits.  Past  service  cost  may  be  either  positive  (when  benefits  are  introduced  or  changed  so  that  the  present  value  of  the 
defined  benefit  obligation  increases)  or  negative  (when  existing  benefits  are  changed  so  that  the  present  value  of  the  defined 
benefit  obligation  decreases).  In  measuring  its  defined  benefit  liability  the  entity  recognise  past  service  cost  as  an  expense  in 
the  reporting  period  in  which  the  plan  is  amended. 

Plan  assets  comprise  assets  held  by  a  long-term  employee  benefit  fund  and  quaiifying  insurance  policies. 

The  present  value  of  a  defined  benefit  obligation  is  the  present  value,  without  deducting  any  plan  assets,  of  expected  future 
payments  required  to  settle  the  obligation  resulting  from  employee  service  in  the  current  and  prior  periods. 

The  return  on  plan  assets  is  interest,  dividends  or  similar  distributions  and  other  revenue  derived  from  the  plan  assets,  together 
with  realised  and  unrealised  gains  or  losses  on  the  plan  assets,  less  any  costs  of  administering  the  plan  (other  than  those 
included  in  the  actuarial  assumptions  used  to  measure  the  defined  benefit  obligation)  and  less  any  tax  payable  by  the  plan 
itself. 

The  entity  account  not  only  for  its  legal  obligation  under  the  formal  terms  of  a  defined  benefit  plan,  but  also  for  any  constructive 
obligation  that  arises  from  the  entity’s  informal  practices.  Infbrmal  practices  give  rise  to  a  constructive  obligation  where  the 
entity  has  no  realistic  alternative  but  to  pay  employee  benefits.  An  example  of  a  constructive  obligation  is  where  a  change  in 
the  entity’s  infbrmal  practices  would  cause  unacceptable  damage  to  its  relationship  with  empjoyees. 

The  amount  recognised  as  a  defined  benefit  liability  is  the  net  total  of  the  foilowing  amounts: 

•  the  present  value  of  the  defined  benefit  obligation  at  the  reporting  date; 

•  minus  the  fair  value  at  the  reporting  date  of  plan  assets  (if  any)  out  of  which  the  obligations  are  to  be  settled  directly; 

•  plus  any  liability  that  may  arise  as  a  result  of  a  minimum  funding  requirement 

The  amount  determined  as  a  defined  benefit  liability  may  be  negative  (an  asset).  The  entity  measures  the  resulting  asset  at  the 
lower  of: 

•  the  amount  determined  above;  and 

•  the  present  value  of  any  economic  benefits  available  in  the  fbrm  of  refunds  from  the  plan  or  reductions  in  future 
contributions  to  the  plan.  The  present  value  of  these  economic  benefits  is  determined  using  a  discount  rate  which 
reflects  the  time  value  of  money. 

Any  adjustments  arising  from  the  limit  above  is  recognised  in  surplus  or  deficit. 
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1.14  Empfoyee  beneflts  (contlnued) 

The  entity  determines  the  present  value  of  defined  benefit  obligations  and  the  fair  value  of  any  pian  assets  with  sufficient 
regularity  such  that  the  amounts  recognised  in  the  annual  financial  statements  do  not  differ  materially  from  the  amounts  that 
would  be  determined  at  the  reporting  date. 

The  entity  recognises  the  net  total  of  the  following  amounts  in  surplus  or  deficit,  except  to  the  extent  that  another  Standard 
requires  or  permits  their  inclusion  in  the  cost  of  an  asset: 

•  current  service  cost; 

•  interest  cost; 

•  the  expected  return  on  any  plan  assets  and  on  any  reimbursement  rights; 

1  actuarial  gains  and  losses; 

•  past  service  cost; 

•  the  effect  of  any  curtailments  or  settlements;  and 

p  the  effect  of  applying  the  limit  on  a  defined  benefrt  asset  (negative  defined  benefit  liability). 

The  entity  uses  the  Projected  Unit  Credit  Method  to  determine  the  present  value  of  its  defined  benefit  obligations  and  the 
related  current  service  cost  and,  where  applicable,  past  service  cost.  The  Projected  Unit  Credit  Method  (sometimes  known  as 
the  accrued  benefit  method  pro-rated  on  service  or  as  the  benefit/years  of  service  method)  sees  each  period  of  service  as 
giving  rise  to  an  additional  unit  of  benefit  entitlement  and  measures  each  unit  separately  to  build  up  the  final  obligation. 

In  determining  the  present  value  of  its  defined  benefit  obligations  and  the  related  current  service  cost  and,  where  applicable, 
past  service  cost,  an  entity  shall  attribute  benefit  to  periods  of  service  under  the  plan’s  benefit  formula.  However,  if  an 
employee’s  service  in  later  years  wili  lead  to  a  materially  higher  level  of  benefit  than  in  earlier  years,  an  entity  shall  attribute 
benefit  on  a  straight-line  basis  from: 

•  the  date  when  service  by  the  employee  first  leads  to  benefits  under  the  plan  (whether  or  not  the  benefits  are 
conditional  on  further  servioe);  until 

•  the  date  when  further  service  by  the  employee  wiil  lead  to  no  material  amount  of  further  benefits  under  the  plan, 
other  than  from  further  salary  increases. 

Actuarial  valuations  are  conducted  on  an  annual  basis  by  independent  actuaries  separately  fbr  each  plan.  The  results  of  the 
valuation  are  updated  for  any  material  transactions  and  other  material  changes  in  circumstances  (including  changes  in  market 
prices  and  interest  rates)  up  to  the  reporting  date. 

The  entity  recognises  gains  or  losses  on  the  curtailment  or  settlement  of  a  defined  benefit  plan  when  the  curtailment  or 
settlement  occurs.  The  gain  or  loss  on  a  curtailment  orsettlement  comprises: 

•  any  resulting  change  in  the  present  value  of  the  defined  benefit  obligation;  and 

•  any  resulting  change  in  the  fair  value  of  the  plan  assets. 

Before  determining  the  effect  of  a  curtailment  or  settlement,  the  entity  re-measure  the  obligation  (and  the  related  plan  assets,  if 
any)  using  current  actuarial  assumptions  (including  current  market  interest  rates  and  other  current  market  prices). 

When  it  is  virtually  certain  that  another  party  will  reimburse  some  or  a[E  of  the  expenditure  required  to  settle  a  defined  benefit 
obligation,  the  right  to  reimbursement  is  recognised  as  a  separate  asset.  The  asset  is  measured  at  fair  value.  In  all  other 
respects,  the  asset  is  treated  in  the  same  way  as  plan  assets.  In  surplus  or  deficit,  the  expense  relating  to  a  defined  benefit 
plan  is  [OR  is  not]  presented  as  the  net  of  the  amount  recognised  for  a  reimbursement. 

The  entity  offeets  an  asset  relating  to  one  plan  against  a  liability  relating  to  another  plan  when  the  entity  has  a  legally 
enforceable  right  to  use  a  surplus  in  one  plan  to  settle  obligations  under  the  other  plan  and  intends  either  to  setUe  the 
obligations  on  a  net  basis,  or  to  realise  the  surplus  in  one  plan  and  settle  its  obligation  under  the  other  plan  srmultaneously. 
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1.14  Employee  benefits  (continued) 

Actuarial  assumptions 

Actuarial  assumptions  are  unbiased  and  mutually  compatible. 

Financial  assumptions  are  based  on  market  expectations,  at  the  reporting  date,  for  the  period  over  which  the  obligations  are  to 
be  settled. 

The  rate  used  to  discount  post-employment  benefit  obligations  (both  funded  and  unfunded)  reflect  the  time  value  of  money. 
The  currency  and  term  of  the  financial  instrument  selected  to  reflect  the  time  value  of  money  is  consistent  with  the  currency 
and  estimated  term  of  the  post-employment  benefit  obligations. 

Post-employment  benefit  obligations  are  measured  on  a  basis  that  reflects: 

*  estimated  future  salary  increases; 

*  the  benefits  set  out  in  the  terms  of  the  plan  (or  resulting  from  any  constructive  obiigation  that  goes  beyond  those 
terms)  at  the  reporting  date;  and 

*  estimated  future  changes  in  the  level  of  any  state  benefits  that  affect  the  benefits  payable  under  a  defined  benefit 
plan,  if,  and  only  if,  either: 

*  those  changes  were  enacted  befbre  the  reporting  date;  or 

*  past  history,  or  other  reliable  evidence,  indicates  that  those  state  benefits  will  change  in  some  predictable  manner, 
for  example,  in  line  with  future  changes  in  general  price  levels  or  general  salary  levels. 

Assumptions  about  medical  costs  take  account  of  estimated  future  changes  in  the  cost  of  medical  services,  resulting  from  both 
inflation  and  specific  changes  in  medical  costs. 

1.15  Provisions  and  contingencies 

Provisions  are  recognised  when: 

*  the  municipality  has  a  present  obligation  as  a  result  of  a  past  event; 

■  it  is  probable  that  an  outflow  of  resources  embodying  economic  benefits  or  service  potential  wili  be  required  to 
settle  the  obligation;  and 

*  a  reliable  estimate  can  be  made  of  the  obligation. 

The  amount  of  a  provision  is  the  best  estimate  of  the  expenditure  expected  to  be  required  to  settle  the  present  obligation  at  the 
reporting  date. 

Where  the  effect  of  time  value  of  money  is  material,  the  amount  of  a  provision  is  the  present  value  of  the  expenditures 
expected  to  be  required  to  settle  the  obligation. 

The  discount  rate  is  a  pre-tax  rate  that  reflects  current  market  assessments  of  the  time  value  of  money  and  the  risks  specific  to 
the  liability. 

Where  some  or  all  of  the  expenditure  required  to  settle  a  provision  is  expected  to  be  reimbursed  by  another  party,  the 
reimbursement  is  recognised  when,  and  only  when,  it  is  virtually  certain  that  reimbursement  will  be  received  if  the  municipality 
settles  the  obligation.  The  reimbursement  is  treated  as  a  separate  asset  The  amount  recognised  for  the  reimbursement  does 
not  exceed  the  amount  of  the  provision. 

Provisions  are  reviewed  at  each  reporting  date  and  adjusted  to  reflectthe  current  best  estimate.  Provisions  are  reversed  if  it  is 
no  longer  probable  that  an  outflow  of  resources  embodying  economic  benefits  or  service  potential  will  be  required,  to  settle  the 
obligation. 

A  provision  is  used  only  for  expenditures  for  which  the  provision  was  originally  recognised. 

Provisions  are  not  recognised  for  foture  operating  surplus  (deficit). 

If  an  entity  has  a  contract  that  is  onerous,  the  present  obligation  (net  of  recoveries)  under  the  contract  is  recognised  and 
measured  as  a  provision. 
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1.15  Provlslons  and  contlngencles  (continued) 

A  constructive  obligation  to  restructure  arises  only  when  an  entity: 

1  has  a  detailed  formal  plan  for  the  restructuring,  identifying  at  ieast: 

the  activity/operating  unit  or  part  of  an  activity/operating  unit  ooncerned; 
the  principal  locations  affected; 

the  iocation,  function,  and  approximate  number  of  employees  who  will  be  compensated  for  services  being 
terminated; 

the  expenditures  that  will  be  undertaken;  and 
when  the  plan  will  be  Implemented;  and 

*  has  raised  a  valid  expectation  in  those  affected  that  it  will  carry  out  the  restructuring  by  starting  to  implement  that 
pian  or  announcing  its  main  features  to  those  affected  by  it 

A  restructuring  provision  includes  only  the  direct  expenditures  arising  ffom  the  restructuring,  which  are  those  that  are  both: 

*  necessarily  entailed  by  the  restructuring;  and 

»  not  associated  with  the  ongoing  activities  of  the  municipality 

No  obligation  arises  as  a  consequence  of  the  sale  or  transfer  of  an  operation  until  the  municipality  is  committed  to  the  sale 
or  transfer,  that  is,  there  is  a  binding  arrangement. 

After  their  initial  recognition  contingent  liabilities  recognised  in  entity  combinations  that  are  recognised  separately  are 
subsequently  measured  at  the  higher  of. 

*  the  amount  that  would  be  recognised  as  a  provision;  and 

*  the  amount  initially  recognised  less  cumulative  amortisation. 

Contingent  assets  and  contingent  liabilities  are  not  recognised.  Contingencies  are  disclosed  in  note  38. 

A  financial  guarantee  contract  is  a  contract  that  requires  the  issuer  to  make  specified  payments  to  reimburse  the  holder  for  a 
loss  it  incurs  because  a  specified  debtor  fails  to  make  payment  when  due  in  accordance  with  the  original  or  modified  terms  of  a 
debt  instrument. 

Loan  commitment  is  a  firm  commitment  to  provide  credit  under  pre-specified  terms  and  conditions. 

The  municipality  recognises  a  provision  for  financial  guarantees  and  loan  commrtments  when  it  is  probable  that  an  outflow  of 
resources  embodying  economic  benefits  and  service  potential  will  be  required  to  settle  the  obligation  and  a  reliable  estimate  of 
the  obligation  can  be  made. 

Determining  whether  an  outflow  of  resources  is  probable  in  relation  to  financial  guarantees  requires  judgement.  Indications  that 
an  outflow  of  resources  may  be  probable  are: 

■  financial  difficulty  of  the  debtor; 

*  defaults  or  delinquencies  in  interest  and  capital  repayments  by  the  debtor; 

*  breaches  of  the  terms  of  the  debt  instrument  that  result  in  it  being  payable  earlier  than  the  agreed  term  and  the 
abilrty  of  the  debtor  to  settle  its  obligation  on  the  amended  terms;  and 

*  a  dedine  in  prevailing  economic  circumstances  (e.g.  high  interest  rates,  inflation  and  unemployment)  that  impact  on 
the  ability  of  entities  to  repay  their  obligations. 

Where  a  fee  is  received  by  the  municipality  for  issuing  a  flnancial  guarantee  and/or  where  a  fee  is  charged  on  loan 
commitments,  it  is  considered  in  determining  the  best  estimate  of  the  amount  required  to  settle  the  obligation  at  reporting  date. 
Where  a  fee  is  charged  and  the  municipality  considers  that  an  outfiow  of  economic  resources  is  pnobable,  an  municipality 
recognises  the  obligation  at  the  higher  of: 

*  the  amount  determined  using  in  the  Standard  of  GRAP  on  Provisions,  Contingent  Liabilities  and  Contingent  Assets; 
and 

*  the  amount  of  the  fee  initially  recognised  less,  where  appropriate,  cumulative  amortisation  recognised  in  accordance 
with  the  Standard  of  GRAP  on  Revenue  from  Exchange  Transactions. 

1.16  Revenue  from  exchange  transactions 

Revenue  is  the  gross  inflow  of  economic  benefits  or  service  potential  during  the  reporting  period  when  those  inflows  result  in  an 
increase  in  net  assets,  other  than  increases  relating  to  contributions  from  owners. 

An  exchange  transaction  is  one  in  which  the  municipality  receives  assets  or  services,  or  has  liabilities  extinguished,  and  directly 
gives  approximately  equal  value  (primarily  in  the  form  of  goods,  services  or  use  of  assets)  to  the  otherparty  in  exchange. 
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1.16  Revenuefrom  exchange  transactions  (continued) 

Fair  value  is  the  amount  for  which  an  asset  could  be  exchanged,  or  a  liability  settled,  between  knowledgeable,  willing  parties  in 
an  arm's  length  transaction. 

Measurement 

Revenue  is  measured  at  the  fair  value  of  the  consideration  received  or  receivabie,  net  of  trade  discounts  and  volume  rebates. 

Sale  of  goods 

Revenue  from  the  sale  of  goods  is  recognised  when  all  the  following  conditons  have  been  satisfied: 

•  the  municipality  has  transferred  to  the  purchaser  the  significant  risks  and  rewards  of  ownership  of  the  goods; 

•  the  municipality  retains  neither  continurng  managerial  involvement  to  the  degree  usually  associated  with 
ownership  nor  effective  control  over  the  goods  sold; 

-  the  amount  of  revenue  can  be  measured  reliably; 

1  it  is  probable  that  the  economlc  benefits  or  service  potential  associated  with  the  transactron  will  flow  to  the 
municipality;  and 

•  the  costs  incurred  or  to  be  incurred  in  respect  of  the  transaction  can  be  measured  reliably. 

Rendering  of  services 

When  the  outcome  of  a  transaction  involvlng  the  rendering  of  services  can  be  estimated  reliably,  revenue  associated  with 
the  transaction  is  recognised  by  reference  to  the  stage  of  completion  of  the  transaction  at  the  reporting  date.  The  outcome 
of  a  transaction  can  be  estimated  reliably  when  all  the  following  conditions  are  satisfied: 

•  the  amount  of  revenue  can  be  measured  reliably; 

•  it  is  probable  that  the  economic  benefits  or  service  potential  associated  with  the  transaction  will  flow  to  the 
municipalrty; 

•  the  stage  of  completion  of  the  transaction  at  the  reporting  date  can  be  measured  reliably;  and 

•  the  costs  incurred  for  the  transaction  and  the  costs  to  complete  the  transaction  can  be  measured  reliably. 

When  services  are  performed  by  an  indeterminate  number  of  acts  over  a  specified  time  frame,  revenue  is  recognised  on  a 
straight  line  basis  over  the  specified  time  frame  unless  there  is  evidence  that  some  other  method  better  represents  the  stage  of 
completion.  When  a  specific  act  is  much  more  significantthan  any  other  acts,  the  recognition  of  revenue  is  postponed  until  the 
significant  act  is  executed. 

When  the  outcome  of  the  transaction  involving  the  rendering  of  services  cannot  be  estimated  reliably,  revenue  is  recognised 
only  to  the  extent  of  the  expenses  recognised  that  are  recoverable. 

Interest 

Revenue  arising  from  the  use  by  others  of  entity  assets  yielding  interest,  similar  distributions  is  recognised  when: 

•  It  is  probable  that  the  economic  benefits  or  service  potential  associated  with  the  transaction  will  flow  to  the 
municipality,  and 

•  The  amount  of  the  revenue  can  be  measured  reliably. 

Interest  is  recognised,  in  surplus  or  deficit,  using  the  effective  interest  rate  method. 

Service  fees  included  in  the  price  of  the  product  are  recognised  as  revenue  over  the  period  during  which  the  service  is 
performed. 

1.17  Revenuefrom  non-exchange  transactions 

Non-exchange  transactions  are  defined  as  transactions  where  the  entity  receives  value  from  another  entity  without  directly 
giving  approximately  equal  value  in  exchange. 

Revenue  is  the  gross  inflow  of  economic  benefits  or  service  potential  during  the  reporting  period  when  those  inflows  result  in  an 
increase  in  net  assets,  otherthan  increases  relating  to  contributions  from  owners. 

Fair  value  is  the  amount  for  which  an  asset  could  be  exchanged,  or  a  liability  settled,  between  knowledgeable,  willing  parties  in 
an  arm’s  length  transaction. 
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1.17  Revenuefrom  non-exchange  transactions  (contlnued) 

Measurement 

Revenue  is  measured  at  the  fair  value  of  the  consideration  received  or  reoeivable,  net  of  trade  discounts  and  volume  rebates. 
Rates,  includfng  collection  charges  and  penalties  interest 

Revenue  from  rates,  induding  collection  charges  and  penafty  interest,  is  recognised  when: 

•  it  is  probable  that  the  economic  benefits  or  service  potential  associated  with  the  transaction  will  flow  to  the 
municipality; 

•  the  amount  of  the  revenue  can  be  measured  reiiably;  and 

•  there  has  been  compliance  with  the  relevant  legal  requirements. 

Changes  to  property  values  during  a  reporting  period  are  valued  by  a  suitably  qualified  valuator  and  adjustments  are  made  to 
rates  revenue,  based  on  a  time  proportion  basis.  Adjustments  to  rates  revenue  already  recognised  are  processed  or  additional 
rates  revenue  is  recognised. 

Fines 

Revenue  from  the  issuing  of  fines  is  recognised  when: 

•  it  is  probable  that  the  economic  benefits  or  service  potential  associated  with  the  transaction  will  flow  to  the 
munidpality;  and 

•  the  amount  of  the  revenue  can  be  measured  reliably. 

The  municipality  has  two  types  of  fines:  spot  fines  and  summonses.  There  is  uncertainty  regarding  the  probability  of  the  flow  of 
economic  benefits  or  service  potential  in  respect  of  spot  fines  as  these  fines  are  usually  not  given  directly  to  an  offender. 
Further  legal  processes  have  to  be  undertaken  before  the  spot  fine  is  enforceable.  In  respect  of  summonses  the  public 
prosecutor  can  decide  whether  to  waive  the  fine,  reduce  it  or  prosecute  fbr  non-payment  by  the  offender.  An  estimate  is  made 
for  the  revenue  amount  collected  from  spot  fines  and  summonses  based  on  past  experience  of  amounts  collected.  Where  a 
reliable  estimate  cannot  be  made  of  revenue  from  summonses,  the  revenue  from  summonses  is  recognised  when  the  public 
prosecutor  pays  over  to  the  entity  the  cash  actually  collected  on  summonses  issued. 

Levies 

Levies  are  recognised  as  revenue  when: 

•  it  is  probable  that  the  economic  benefits  or  service  potential  associated  with  the  transaction  will  fiow  to  the 
munidpality;  and 

•  the  amount  of  the  revenue  can  be  measured  reliably. 

Levies  are  based  on  declarations  completed  by  levy  payers.  The  estimate  of  levies  revenue  when  a  levy  payer  has  not 
submitted  a  declaration  are  based  on  the  following  factors: 

•  the  extent  and  success  of  procedures  to  investigate  the  non-submission  of  a  declaration  by  defaulting  levy  payers; 

•  internal  records  maintained  of  historical  comparisons  of  estimated  levies  with  actual  fevies  received  from  individual 
levy  payers; 

•  historical  infbrmation  on  dedarations  previously  submitted  by  defaulting  levy  payers;  and 

•  the  accuracy  of  the  database  of  ievy  payers  as  well  as  the  f requency  by  which  it  is  updated  fbr  changes. 

Changes  to  estimates  made  when  more  neliable  infomnation  becomes  available  are  processed  as  an  adjustment  to  levies 
revenue. 
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1.17  Revenue  from  non-exchange  transactions  (continued) 

Government  grants 

Government  grants  are  recognised  as  revenue  wnen: 

•  it  is  probable  that  the  economic  benefits  or  service  potential  associated  with  the  transaction  will  flow  to  the 
municipality, 

•  the  amount  of  the  revenue  can  be  measured  reliably,  and 

•  to  the  extent  that  there  has  been  compliance  with  any  restrictions  associated  with  the  grant. 

The  municipality  assesses  the  degree  of  certainty  attached  to  the  flow  of  future  economic  benefits  or  service  potential  on  the 
basis  of  the  available  evidence.  Certain  grants  payable  by  one  level  of  government  to  another  are  subject  to  the  availability  of 
funds.  Revenue  from  these  grants  is  only  recognised  when  it  is  probable  that  the  economic  benefits  or  service  potential 
associated  with  the  transaction  will  flow  to  the  entity.  An  announcement  at  the  beginning  of  a  financial  year  that  grants  may  be 
available  fbr  qualifying  entities  in  accordance  with  an  agreed  programme  may  not  be  sufficient  evidence  of  the  probability  of  the 
flow.  Revenue  is  then  only  recognised  once  evidence  of  the  probability  of  the  flow  becomes  available. 

Restrictions  on  govemment  grants  may  result  in  such  revenue  being  recognised  on  a  time  proportion  basis.  Where  there  is  no 
restriction  on  the  period,  such  revenue  is  recognised  on  receipt  or  when  the  Act  becomes  effective,  which-ever  is  earlier. 

When  government  remit  grants  on  a  re-imbursement  basis,  revenue  is  recognised  when  the  qualifying  expense  has  been 
incurred  and  to  the  extent  that  any  other  restrictions  have  been  complied  with. 

Other  grants  and  donatlons 

Other  grants  and  donations  are  recognised  as  revenue  when: 

•  it  is  probable  that  the  economic  benefits  or  service  potential  associated  with  the  transaction  will  flow  to  the 
municipality; 

•  the  amount  of  the  revenue  can  be  measured  reliably;  and 

•  to  the  extent  that  there  has  been  compliance  with  any  restrictions  associated  with  the  grant. 

If  goods  in-kind  are  received  without  conditions  attached,  revenue  is  recognised  immediately.  If  conditions  are  attached,  a 
liability  is  recognised,  which  is  reduced  and  revenue  recognised  as  the  conditions  are  satisfied. 

1.18  Borrowing  costs 

ɓorrowrng  costs  are  interest  and  other  expenses  incurred  by  an  entity  in  connection  with  the  borrowing  of  funds. 
ɓorrowing  costs  are  recognised  as  an  expense  in  the  period  in  which  they  are  incurred. 

1.19  Unauthorlsed  expenditure 

Unauthorised  expenditure  means: 

•  overspending  of  a  vote  or  a  main  division  within  a  vote;  and 

•  expenditure  not  in  accordance  with  the  purpose  of  a  vote  or,  in  the  case  of  a  main  division,  not  in  accordance  with 
the  purpose  of  the  main  division. 

All  expenditure  relating  to  unauthorised  expenditure  is  recognised  as  an  expense  in  the  statement  of  financial  performance  in 
the  year  that  the  expenditure  was  incurred.  The  expenditure  is  classified  in  accordance  with  the  nature  of  the  expense,  and 
where  recovered,  it  is  subsequently  accounted  for  as  revenue  in  the  statement  of  financial  performance. 

1.20  Fruitless  and  wasteful  expendlture 

Fruitless  expenditure  means  expenditure  which  was  made  in  vain  and  would  have  been  avoided  had  reasonable  care  been 
exercised. 

All  expenditure  relating  to  fruitless  and  wasteful  expenditure  is  recognised  as  an  expense  in  the  statement  of  financial 
performance  in  the  year  that  the  expenditure  was  incurred.  The  expenditure  is  classified  in  accordance  with  the  nature  of  the 
expense,  and  where  recovered,  it  is  subsequently  accounted  for  as  revenue  in  the  statement  of  financial  perfbrmance. 
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1 .21  Irregular  expenditure 

liregular  expenditure  is  expenditure  that  is  contrary  to  the  Municipal  Finanoe  Management  Act  (Act  No.56  of  2003),  the 
Municipal  Systems  Act  (Act  No.32  of  2000),  and  the  Public  Office  Bearers  Act  (Act  No.  20  of  1998)  or  is  in  contravention  of  the 
economic  entrtyJs  supply  chain  management  policy.  Imegular  expenditure  excludes  unauthorised  expenditure.  Iregular 
expenditure  is  accounted  for  as  expenditure  in  the  Statement  of  Financial  Performance  and  where  recovered,  it  is  subsequently 
accounted  for  as  revenue  in  the  Statement  of  Financial  Perfbrmanoe. 

1.22  Budget  Information 

Municipalities  are  typically  subject  to  budgetary  limits  in  the  form  of  appropriations  or  budget  authorisations  (or  equivalent), 
which  is  given  effect  through  authorising  legislation,  appropriation  or  similar. 

General  purpose  financial  reporting  by  municipality  shall  provide  information  on  whether  resources  were  obtained  and  used  in 
accordance  with  the  legally  adopted  budget. 

The  approved  budget  is  prepared  on  an  accrual  basis  and  presented  by  economicclassification  linked  to  performance  outcome 
objectives. 

The  approved  budget  covers  the  fiscal  period  from  2017/07/01  to  2018/06/30. 

The  annual  financial  statements  and  the  budget  are  on  the  same  basis  of  accounting  therefore  a  comparison  with  the  budgeted 
amounts  for  the  reporting  period  have  been  included  in  the  Statement  of  comparison  of  budget  and  actual  amounts. 

The  Statement  of  comparative  and  actual  information  has  been  included  in  the  annual  financial  statements  as  the 
recommended  disclosure  when  the  annual  financial  statements  and  the  budget  are  on  the  same  basis  of  accounting  as 
determined  by  National  Treasury. 

1.23  Related  parties 

A  related  party  is  a  person  or  an  entity  with  the  ability  to  control  or  jointly  control  the  other  party,  or  exercise  significant  rnfluence 
over  the  other  party,  or  vice  versa,  or  an  entity  that  is  subject  to  common  controlf  or  joint  control. 

Control  is  the  power  to  govem  the  financial  and  operating  policies  of  an  entity  so  as  to  obtain  benefits  from  its  activities. 

Joint  control  is  the  agreed  sharing  of  control  over  an  activity  by  a  binding  arrangement,  and  exists  only  when  the  strategic 
financial  and  operating  decisions  relating  to  the  activity  require  the  unanimous  consent  of  the  parties  sharing  control  (the 
venturers). 

Related  party  transaction  is  a  transfer  of  resources,  services  or  obligations  between  the  reporting  entity  and  a  related  party, 
regardiess  ofwhethera  price  is  charged. 

Significant  infiuence  is  the  power  to  participate  in  the  financial  and  operating  policy  decisions  of  an  entity,  but  is  not  controj  over 
those  policies. 

Management  are  those  persons  responsible  for  planning,  directing  and  controlling  the  activities  of  the  municipality,  including 
those  charged  with  the  govemance  of  the  municipality  in  accordance  with  legislation,  in  instances  where  they  are  required  to 
perform  such  functions. 

Close  members  of  the  family  of  a  person  are  considered  to  be  those  family  members  who  may  be  expected  to  infiuence,  or  be 
infiuenced  by,  that  management  in  their  dealings  with  the  municipality. 

The  municipality  is  exempt  from  disclosure  requirements  in  relation  to  related  party  transactions  if  that  transaction  occurs  within 
normai  supplier  and/or  client/recipient  relationships  on  terms  and  conditions  no  more  or  less  favourable  than  those  which  it  is 
reasonable  to  expect  the  municipality  to  have  adopted  if  dealing  with  that  individual  entity  or  person  in  the  same  circumstances 
and  terms  and  conditions  are  within  the  normal  operating  parameters  estabiished  by  that  reporting  entity's  legal  mandate. 

Where  the  municipality  is  exempt  ffom  the  disclosures  in  accordance  with  the  above,  the  municipality  discloses  naretive 
infbrmation  about  the  nature  of  the  transactions  and  the  related  outstanding  balances,  to  enable  users  of  the  entity's  financial 
statements  to  understand  the  effect  of  related  party  transactions  on  its  annual  financial  statements. 
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1.24  Events  after  reporting  date 

Events  after  reporting  date  are  those  events,  both  favourable  and  unfavourable,  that  occur  between  the  reporting  date  and  the 
date  when  the  financial  statements  are  authorised  for  issue.  Two  types  of  events  can  be  identified: 

•  those  that  provide  evidence  of  conditions  that  existed  at  the  reporting  date  (adjusting  events  after  the  reporting  date); 
and 

1  those  that  are  indicative  of  conditions  that  arose  after  the  reporting  date  (non-adjusting  events  after  the  reporting 
date). 

The  municipality  will  adjust  the  amount  recognised  in  the  financial  statements  to  reflect  adjusting  events  after  the  reporting  date 
once  the  event  occurred. 

The  municipality  will  disclose  the  nature  of  the  event  and  an  estimate  of  its  financial  effect  or  a  statement  that  such  estimate 
cannot  be  made  in  respect  of  all  material  non-adjusting  eventsf  where  non-disclosure  could  influence  the  economic  decislons 
of  users  taken  on  the  basis  of  the  financial  statements. 

1.25  Transfer  of  functions  between  entftles  not  under  common  control 

Additional  text 

Control  is  the  power  to  govern  the  financial  and  operating  policies  of  another  entity  so  as  to  obtain  beneflt  from  its  activities. 


A  transfer  of  functions  is  the  reorganisation  and/or  the  re-allocation  of  functions  between  entities  by  transferring  functions 
between  entities  or  into  another  entity. 

The  Municipality  accounts  for  each  transfer  of  functions  between  entities  not  under  common  control  by  applying  the  acquisition 
method. 


Applying  the  acquisition  method  requires: 

(a)  identifying  the  acquirer; 

(b)  determining  the  acquisition  date; 

(c)  recognising  and  measuring  the  identifiable  assets  acquired,  the  liabilities  assumed  and  any  non-controlling  interest 
in  the  acquiree;  and 

(d)  recognising  the  difference  between  (c)  and  the  consideration  transferred  to  the  seller. 

The  acquisition  date  is  the  date  on  which  the  municipality  obtains  control  of  the  acquiree. 


Initial  recognition 

As  of  the  acquisition  date,  the  acquirer  shall  recognise,  the  identifiable  assets  acquired,  the  liabilities  assumed  and  any  non- 
controlling  interest  in  the  acquiree. 


At  the  acquisition  date,  the  municipality  shall  classify  or  designate  the  identiflable  assets  acquired  and  liabifities  assumed  as 
necessary  to  apply  other  Standards  of  GRAP  subsequent  to  the  acquisition  date.  The  municipality  shall  make  those 
classifications  or  designations  on  the  basis  of  the  temns  of  the  binding  arrangement,  economic  conditions,  its  operating  or 
accounting  policies  and  other  relevant  conditions  as  they  exist  at  the  acquisition  date 

The  municipality  measures  the  rdentiflable  assets  acquired  and  the  liabilities  assumed  attheir  acquisition  date  fair  values. 


37 


Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Accounting  Policies 


1.25  Transfer  of  functions  between  entftles  not  under  common  control  (continued) 


Subsequent  measurement 

In  generai,  an  acquirer  shall  subsequently  measure  and  account  for  assets  acquired,  liabilities  assumed  or  incurred  and  the 
residual  interest  issued  in  a  transfer  of  functions  in  accordance  with  other  applicable  Standards  of  GRAP  fbr  those  items, 
depending  on  their  nature. 
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Figures  in  Rand  2018  2017 


2,  New  standards  and  interpretations 

2.1  Standards  and  interpretations  effective  and  adopted  in  the  current  year 

In  the  current  year,  the  municipality  has  adopted  the  fbllowing  standards  and  interpretations  that  are  effective  for  the  current 
financial  year  and  that  are  relevant  to  its  operations: 

Standard/  Interpretation:  Effective  date:  Expected  impact: 

Years  beginning  on  or 
after 


2.2  Standards  and  Interpretations  early  adopted 

The  municipality  has  chosen  to  early  adopt  the  following  standards  and  interpretations: 


Standard/  Interpretation: 

Effective  date: 

Expected  impact: 

Years  beginning  on  or 
after 

• 

GRAP  34:  Separate  Financial  Statements 

01  April  2099 

Unlikely  there  will  be  a 
material  impact 

• 

GRAP  35:  Consolidated  Financial  Statements 

01  April  2099 

Unlikely  there  will  be  a 
material  impact 

• 

GRAP  36:  Investments  in  Associates  and  Joint  Ventures 

01  April  2099 

Unlikely  there  will  be  a 
material  impact 

• 

GRAP  37:  Joint  Arrangements 

01  April  2099 

Unlikely  there  will  be  a 
material  impact 

• 

GRAP  38:  Disclosure  of  Interests  in  Other  Entities 

01  April  2099 

Unlikely  there  will  be  a 
material  impact 

• 

Guideline:  Accounting  for  Arrangements  Undertaken  i.to 

01  April  2099 

Unlikefy  there  will  be  a 

the  National  Housing  Programme 

material  impact 

• 

GRAP  110:  Living  and  Non-living  Resources 

01  April  2020 

Unlikely  there  will  be  a 
material  impact 

■ 

GRAP  110  (as  amended  2016):  Living  and  Non-living 

01  April  2020 

Unlikely  there  will  be  a 

Resources 

material  impact 

m 

IGRAP  19:  Liabilities  to  Pay  Levies 

01  April  2019 

Unlikely  there  will  be  a 
material  impact 

m 

GRAP  12  (as  amended  2016):  Inventories 

01  April  2018 

Unlikely  there  will  be  a 
material  impact 

m 

GRAP  16  (as  amended  2016}:  Investment  Property 

01  April  2018 

m 

GRAP  17  (as  amended  2016):  Property,  Plant  and 

01  April  2018 

m 

Equipment 

GRAP  26  (as  amended  2016):  Impairment  of  cash- 

01  April  2018 

m 

generating  assets 

GRAP  27  (as  amended  2016):  Agriculture 

01  April  2018 

Unlikely  there  will  be  a 
material  impact 

m 

GRAP  31  (as  amended  2016):  Intangible  Assets 

01  April  2018 

* 

GRAP  103  (as  amended  2016):  Heritage  Assets 

01  April  2018 

m 

Directive  12:  The  Selection  of  an  Appropriate  Reporting 

01  April  2018 

Framework  by  Public  Entities 


2.3  Standards  and  interpretations  issued,  but  not  yet  effective 

The  municipality  has  not  applied  the  following  standards  and  interpretations,  which  have  been  published  and  are  mandatory 
for  the  municipality's  accounting  periods  beginning  on  or  after  01  July  2018  or  later  periods: 

Standard/  Interpretation:  Effective  date:  Expected  impact: 

Years  beginning  on  or 
after 

•  GRAP  20:  Related  parties  01  Aprii  2019  Unfikely  there  will  be  a 

material  impact 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annua!  Financial  Statements  for  the  year  ended  30  June  2018 


Notes  to  the  Annual  Financial  Statements 


2. 


Newstandards  and  interpretations  (continued) 

*  GRAP  106  (as  amended  2016):  Transfers  of  functfons 
between  entities  not  under  common  control 

■  GRAP  107:  Mergers 

*  GRAP  108:  Statutory  Receivables 

•  GRAP  109:  Accounting  by  Principals  and  Agents 

•  [GRAP  18:  Interpretation  of  the  Standand  of  GRAP  on 
Recognition  and  Derecognition  of  Land 


01 

April 

2019 

01 

April 

2019 

01 

April 

2019 

01 

April 

2019 

01 

April 

2019 

Unlikely  there  wrll  be  a 
material  impact 
Unlikely  there  will  be  a 
material  impact 
Unlikely  there  will  be  a 
material  impact 
UnlikeEy  there  will  be  a 
material  impact 
Unlikely  there  will  be  a 
material  impact 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Notes  to  the  Annual  Financial  Statements 

Figures  in  Rand 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 


Notes  to  the  Annual  Financial  Statements 


Figures  in  Rand 

2018 

2017 

4.  investment  property 

2018 

2017 

Cost  /  Accumulated  Carrying  value  Cost  / 

Accumulated  Carrving  value 

Valuatlon  depreciation 

Valuation 

depreclatlon 

and 

and 

accumulated 

accumulated 

impairment 

Empairment 

Investment  pnoperty 

238  995  (127  222)  1 1 1  773  238  995  (121  798) 

117  197 

Reconciliation  of  investment  property  -  2018 

Opening 

balance 

Depreelatlon 

Total 

Investment  property 

117  197 

(5  424) 

111  773 

Reconciliation  of  investment  property  -  2017 

Opening 

balance 

Depreclation 

Total 

Investment  property 

120  950 

(3  753) 

117  197 

A  register  containing  the  information  required  by  section  63  of  the  Municipal  Finance  Management  Act  is  available  for 
inspection  atthe  registered  office  of  the  municipality. 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Notes  to  the  Annual  Financial  Statements 

Figures  in  Rand 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Finandal  Statements  for  the  year  ended  30  June  2018 

Notes  to  the  Annual  Financial  Statements 

Figures  in  Rand 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285} 

Annual  Financial  Statements  fbrthe  year  ended  30  June  2018 

Notes  to  the  Annual  Financial  Statements 

Figures  in  Rand 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  forthe  yearended  30  June  2018 

Notes  to  the  Annual  Financial  Statements 

Figures  in  Rand 


§ 


Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Finandal  Statements  for  the  yearended  30  June  2018 

Notes  to  the  Annual  Financial  Statements 

Figures  in  Rand 
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Mthonjaneni  Locai  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 


Notes  to  the  Annual  Financial  Statements 


Figures  in  Rand 

2018 

2017 

8.  Employee  beneflt  obligations 

Deflned  benefrt  plan 

The  plan  is  a  a  post  employment  medical  benefit  plan. 

Changes  in  the  present  value  of  the  defined  benefit  obligation  are  as  follows: 

Opening  balance 

2  740  001 

2  544  047 

Net  expense  recognised  in  the  statement  of  financial  performance 

21  000 

195  954 

2  761  001 

2  740  001 

Net  expense  recognised  in  the  statement  of  flnancial  performance 

Current  servioe  cost 

204  000 

224  791 

Interest  cost 

284  000 

247  141 

Actuarial  (gains)  losses 

(347  000) 

(158  978) 

Expected  return  on  reimbursement  rights 

(120  000) 

(117  000) 

21  000 

195  954 

Calculation  of  actuarial  gains  and  losses 

Actuarial  (gains)  losses  -  Obligation 

Key  assumptions  used 

(21  000) 

(195  954) 

Assumptions  used  at  the  reporting  date: 

Discount  rates  used 

9,05  % 

10,16  % 

Medical  cost  trend  rates 

7,37  % 

8,75  % 

Expected  increase  in  salaries 

1,57% 

0,93  % 

Expected  pension  increases 

5,68  % 

6,19  % 

Proportion  of  employees  opting  fbr  early  retirement 

3,37  % 

3,37  % 

9.  Inventories 

Consumable  stores 

543  824 

353  814 

Maintenance  materials 

65133 

543  824 

418  947 

10.  Receivables  from  non-exchange  transactions 

Fines 

17  009  977 

13  356  290 

Other  non-exchange  receivable  (Ntambanana  Split) 

5  715  430 

5  715  430 

Consumer  debtors  -  Rates 

14  931  836 

9  962  920 

37  657  243 

29  034  640 

Reconciliation  of  provision  for  Impairment  traffice  fines 

Opening  balance 

(70  120  525) 

(45  296  848) 

Provision  fbr  impairment 

(2  679  300) 

(24  823  677) 

(72  799  825) 

(70  120  525) 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  fbr  the  year  ended  30  June  2018 


Notes  to  the  Annual  Financial  Statements 


Figures  in  Rand 

2018 

2017 

1 1 .  Property  rates  debtors  disclosure 

Gross  balances 

Consumer  debtors  -  Rates 

18  794  842 

12  801  030 

Less:  Allowance  for  Impairment 

Consumer  debtors  -  Rates 

(3  863  006) 

(2  838110) 

Net  balance 

Consumer  debtors  -  Rates 

14  931  836 

9  962  920 

Rates 

31  -  60  days 

61  -  90  days 

91-120  days 

121  -  >365  days 

Less  allowance  for  impairment 

488  515 

412  788 

306  396 

17  587  143 
(3  863  006) 

25  937 
474  777 
459  512 

1 1  675  936 
(2  673  242) 

14  931  836 

9  962  920 

Reconciliation  of  allowance  for  impalrment 

Balance  at  beginning  of  the  year 

Contributions  to  allowance 

(2  838110) 

(1  024  895) 

(579  398) 
(2  258  712) 

(3  863  005) 

(2  838110) 

12.  VAT  receivable 

VAT 

3  803  731 

3  439  364 

1 3.  Consumer  debtors 

Gross  balances 

Electricity 

Refuse 

Other 

5160  783 

1  208111 

160  915 

3  560441 

1  315  544 
100  915 

6  629  809 

4  976  900 

Less:  Allowance  for  impairment 

Electricity 

Refuse 

(471  831} 
(484  888) 

(334  276) 
(359  336) 

(956  719) 

(693  612) 

Net  balance 

Electricity 

Refuse 

Other 

4  688  952 

723  223 

160  915 

3  226165 
956  208 
100  915 

5  573  090 

4  283  288 

Included  in  above  is  receivables  from  exchange  transactions 

Electricity 

Refuse 

Other 

4  688  952 

723  223 

160  915 

3  226  165 
956  021 
100  915 

5  573  090 

4  283101 
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Mthonjaneni  Locai  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  forthe  yearended  30  June  2018 


Notes  to  the  Annual  Financial  Statements 


Figures  in  Rand 

2018 

2017 

13.  Consumer  debtors  (continued) 

Net  balance 

5  573  090 

4  283101 

Electricity 

Current  (0  -30  days) 

59  239 

1  738  805 

31  -60days 

38  514 

442  950 

61  -  90  days 

407  581 

83  460 

91  -120days 

290  514 

54  741 

121  -365  days 

4  442  847 

906  209 

Credit  balances 

(77  912) 

- 

Less  allowance  for  impairment 

(471  831) 

- 

4  688  952 

3  226  165 

Refuse 

Current  (0  -30  days) 

38  290 

83123 

31  -  60  days 

89  340 

62  120 

61  -  90  days 

25  217 

26  766 

91-120  days 

57  338 

24  079 

121  -  365  days 

997  926 

760120 

Less  allowance  for  impairment 

(484  888) 

- 

723  223 

956  208 

Other 

Current  (0  -30  days) 

160  915 

100  915 

Reconciliation  of  allowance  for  impalrment 

Balance  at  beginning  of  the  year 

(693  612) 

(201  378) 

Contributions  to  allowance 

(263  107) 

(492  234) 

14.  Cash  and  cash  equivalents 

(956  719) 

(693  612) 

Cash  and  cash  equivalents  consist  of: 

Cash  on  hand 

753 

244 

Bank  balances 

3  679  447 

3  757  192 

Short-term  deposits 

- 

16  524  499 

3  680  200 

20  281  935 
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Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Notes  to  the  Annual  Financial  Statements 

Figures  in  Rand  2018  2017 


14.  Cash  and  cash  equivalents  (continued) 

The  municipality  had  the  following  bank  accounts 

Account  number  /  description  Bank  statement  balances  Cash  book  balances 


30  June  2018 

30  June  2017 

30  June  2016 

30  June  2018 

30  June  2017 

30  June  2016 

First  National  Bank  -  Current 
(Main)- 549800061 17 

i  528  893 

3  669  170 

1  749  594 

1  551  189 

3  690  198 

1  616  559 

First  National  Bank  -  Current  - 
62330032470 

3  550 

66  995 

9  350 

3  550 

66  995 

9  650 

Investec  -  Cali  Account  - 1 1 0- 
435097-501 

59  405 

11  099  769 

10  056  219 

59  405 

11  099  769 

10  056  219 

First  National  Bank  -  Fixed 
deposit-  71245040078 

1  540  000 

1  540  000 

1  540  000 

1  540  000 

1  540  000 

1  540  000 

First  National  Bank  -  Call 
Account- 62051262146 

499  350 

499  543 

499  543 

499  351 

499  543 

499  543 

First  National  Bank  -  Call 
Account- 62532063204 

25  952 

3  385187 

3  172  964 

25  952 

3  385  187 

3  172  964 

Investec  -  Wholesale  Deposit  - 
1100435097-451 

* 

- 

25  374  938 

- 

- 

25  374  938 

Total 

3  657  150 

20  260  664 

42  402  608 

3  679  447 

20  281  692 

42  469  873 

15.  Unspent  conditlonal  grants  and  receipts 
Unspent  conditional  grants  and  receipts  comprises  of: 

Unspent  conditional  grants  and  receipts 

COGTAGrant  17134  17134 


Ses  note  25  for  reconciliation  of  grants  from  National/Provincial  Government. 
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(Registration  number  KZN  285} 

Annual  Financial  Statements  fbrthe  year  ended  30  June  2018 


Notes  to  the  Annual  Financial  Statements 


Figures  in  Rand 

2018 

2017 

16.  Provisions 

Reconciliation  of  provisions  -  2018 

Opening 

Additions 

Utilised 

Change  in 

Totai 

Balance 

during  the 

discount 

year 

factor 

Environmental  rehabilitation 

3  157  206 

71  888 

* 

98  189 

3  327  283 

Provision  for  bonus 

579  121 

- 

(78  607) 

- 

500  514 

Provision  for  leave  pay 

2  366  801 

595  671 

(202  031) 

- 

2  760  441 

Long  service  awards 

1  482  000 

360  794 

(62  794) 

- 

1  780  000 

7  585  128 

1  028  353 

(343  432) 

98189 

8  368  238 

Reconciliation  of  provisions  -  2017 

Opening 

Additions 

Reversed 

Change  in 

Total 

Balance 

during  the 

discount 

year 

factor 

Environmental  rehabilitation 

3  545  585 

- 

(459  291) 

70  912 

3  157  206 

Provision  for  bonus 

409  492 

169  629 

* 

- 

579  121 

Provision  for  leave  pay 

1  950  059 

416  742 

- 

- 

2  366  801 

Long  service  awards 

1  122  162 

359  838 

- 

- 

1  482  000 

7  027  298 

946  209 

(459  291) 

70  912 

7  585  128 

Non-current  liabilities 

5  107  283 

4  639  206 

Current  liabilities 

3  260  955 

2  945  922 

8  368  238 

7  585128 

17.  Payables  from  exchange  transactions 

Trade  payables 

7  633  084 

4  190  943 

Amounts  received  in  advance 

927  035 

1  809  910 

Retentions 

1  470  315 

4  536  997 

Third  parties  -  payroll 

1  829  573 

- 

Other  payables 

881  792 

- 

12  741  799  10  537  850 


18.  Consumer  deposits 

Electricity 

745  726 

714  012 

Housing  rental 

334  924 

1  080  650 

337  599 

1  051  611 

19.  Revenue 

Service  charges 

21  984  542 

19  889  514 

Rental  of  facilities  and  equipment 

226  610 

228  853 

Licences  and  permits 

1  671  732 

1  924  433 

Other  income 

1  065  676 

3  980  294 

Interest  received  -  investment 

1  367  140 

2  176  370 

Property  rates 

11  431  084 

9  788  938 

Property  rates  -  penalties  imposed 

1  158  439 

1  045  586 

Government  grants  &  subsidies 

111  648  000 

108  783  058 

Fines,  Penalties  and  Forfeits 

9  006  350 

159  559  573 

31  617  600 

179  434  646 
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Mthonjaneni  Local  Municipaiity 
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Annual  Financial  Statements  forthe  year  ended  30  June  2018 


Notes  to  the  Annual  Financial  Statements 


Figures  in  Rand 

2018 

2017 

19.  Revenue  (continued) 

The  amount  incfuded  in  revenue  arising  from  exchanges  of  goods  or 
services  are  as  foilows: 

Service  charges 

21  984  542 

19  889  514 

Rental  of  facilities  and  equipment 

226  610 

228  853 

Licences  and  permits 

1  671  732 

1  924  433 

Other  income  -  (roilup) 

1  065  676 

3  980  294 

Interest  received  -  investment 

1  367  140 

2  176  370 

The  amount  included  in  revenue  arising  from  non-exchange  transactions 
is  as  foilows: 

Taxatlon  revenue 

26  315  700 

28199  464 

Property  rates 

11431  084 

9  788  938 

Property  rates  -  penafties  imposed 

Transfer  revenue 

1  158  439 

1  045  586 

Govemment  grants  &  subsidies 

111  648  000 

108  783  058 

Fines,  Penalties  and  Forfeits 

9  006  350 

31  617  600 

133  243  873 

151  235182 

20.  Servlce  charges 

Service  charges 

512  520 

81  379 

Sale  of  electricity 

19  976  469 

18  390  461 

Refuse  removal 

1  495  553 

1  417  674 

21 .  Rental  of  facllltles  and  equlpment 

21  984  542 

19  889  514 

Facilities  and  equipment 

Rank  and  stall  fees 

140 

Commonage  rent 

139  284 

148  298 

Hire  of  halJ 

61  053 

46  609 

Staff  housing 

26  273 

33  806 

226  610 

228  853 

22.  Other  income 

Profit  on  sale  of  assets 

228  268 

Sundry  income 

239  345 

3  567  404 

Building  plan  fees 

12  062 

30  332 

Cemetry  fees 

24  484 

13  952 

Rates  clearance  cartiflcates 

211 

5  219 

Hoarding 

10443 

15  069 

Photocopying 

20  698 

22  255 

Valuation  certificates 

105 

Insurance  claims 

758  328 

96  690 

Rezoning 

- 

1  105 

1  065  676 

3  980  294 
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Annual  Financial  Statements  for  the  year  ended  30  June  2018 


Notes  to  the  Annual  Financial  Statements 


Figures  in  Rand 

2018 

2017 

23.  Investment  revenue 

Interest  revenue 

Short  term  deposits 

684  487 

2  176  370 

Bank 

682  653 

- 

24.  Property  rates 

1  367  140 

2176  370 

Rates  received 

Residential 

1  528  955 

2  437  527 

Commercial 

5  397  858 

4  931  675 

State 

3  750  907 

1  124  433 

Agriculture 

557  272 

1  129  610 

Public  service  infrastructure 

85 

20 

Vacant  land 

196  007 

165  673 

11  431  084 

9  788  938 

Property  rates  -  penalties  imposed 

1  158  439 

1  045  586 

12  589  523 

10  834  524 

Valuations 

Residential 

332  664  000 

396  992  000 

Commercial 

387  567  000 

365  010  000 

State 

290  910  000 

217  513  000 

Municipal 

62  321  532 

69  056  232 

Places  ofworship 

9  730  000 

9  835  000 

Agriculture 

905  373  000 

927  368  000 

Public  benefit  organisation 

- 

320  000 

Public  service  infrastructure 

23  000 

91  300 

Vacant  land 

13  086  688 

13  262  688 

2  001  675  220 

1  999  448  220 

Valuations  on  land  and  buildings  are  perfbrmed  every  4  years.  The 

last  general  valuation  came  into  effect  on 

1  July  2015. 

Interim  valuations  are  prooessed  on  an  annual  basis  to  take  into 
alterations  and  subdivisions. 

The  new  general  valuation  will  be  implemented  on  01  July  2019. 

account  changes  in  individual  property  values  due  to 
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Fjgures  in  Rand 

201 B 

2017 

25.  Govemment  grants  and  subsidies 

Operating  grants 

Equitable  share 

Expanded  public  works  programme  (EPWP) 

Financial  management  grant  (FMG) 

KZN  Libraries,  Archives  &  Museums  Grant 

Waste  grant 

Municipal  Demarcation  Transition  Grant 

67  317  000 

2  222  000 

2  850  000 

771  000 

6  210  000 

59  349  000 

2  161  000 

2  738  000 
738  000 
83  058 

6  315  000 

79  370  000 

71  384  058 

Capital  grants 

Municipal  infrastructure  grant  (MIG) 

Integrated  National  Electrification  Grant(INEG) 

24  278  000 

8  000  000 

28  899  000 

8  500  000 

32  278  000 

37  399  000 

111  648  000 

108  783  058 

Munieipal  Infrastructure  Grant  (MIG) 

Current-year  receipts 

Conditions  met  -  transferred  to  revenue 

24  278  000 
(24  278  000) 

28  899  000 
(28  899  000) 

Integrated  National  Electrification  Grant  (INEG) 

Current-year  receipts 

Conditions  met  -  transferred  to  revenue 

8  000  000 
(8  000  000) 

8  500  000 
(8  500  000) 

Library  Grant 

Current-year  receipts 

Conditions  met  -  transferred  to  revenue 

771  000 
(771  000) 

738  000 
(738  000) 

Expanded  Public  Works  Progarm  Grant  (EPWP) 

Current-year  receipts 

Conditions  met  -  transferred  to  revenue 

2  222  000 
(2  222  000) 

2  161  000 
(2  161  000) 

Demarcation  Transition  Grant 

Current-year  receipts  -  2017/18  allocation 

Current  year  receipts  -  Reimbursement  fbr  2015/16  period  expenditure 

Conditions  met  -  transferred  to  revenue 

3  424  000 

2  786  000 
(6  210  000) 

6  315  000 

(6  315  000) 

During  the  2015/16  period  the  municipality  was  gazetted  to  receive  a  demarcation  grant  allocation  which  was  not  received. 
However,  some  expenditure  was  incurred  based  on  original  gazette  and  claimed  from  COGTA.  The  daim  was  reimbursed 
in  the  current  year. 

56 


Mthonjaneni  Local  Municipality 

(Registration  number  KZN  285) 

Annual  Financial  Statements  for  the  year  ended  30  June  2018 

Notes  to  the  Annual  Financial  Statements 

Figures  rn  Rand 

25.  Government  grants  and  subsldies  (continued) 

Finance  Management  Grant  (FMG) 

Current-year  receipts 

Conditions  met  -  transferred  to  revenue 

COGTA  Grant 

Balanoe  unspent  at  beginning  of  year 
Conditions  met  -  transferred  to  revenue 

Waste  Grant 

Current-year  receipts 

Conditions  met  -  transferred  to  revenue 


2018  2017 


2  850  000 

2  738  000 

(2  850  000) 

(2  738  000) 

17  134 

176  776 

- 

(159  642) 

17134 

17134 

83  058 

- 

(83  058) 

- 

- 
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Figures  in  Rand 

2018 

2017 

26.  Employee  related  costs 

Basic 

27  016  800 

23  455  715 

Bonus 

1  826  755 

504  243 

Medical  aid  -  company  contributions 

1  915  124 

1  256  001 

UIF 

279  146 

190  870 

SALGA 

13  274 

10  583 

Leave  pay  provision  charge 

476  597 

359  838 

Allowances 

1  943  397 

344  465 

Overtime 

1  759  122 

1  409  661 

Group  life  insurance 

46152 

- 

Defined  contribution  plans 

3  475  630 

2  557  153 

Travel,  motor  car,  accommodation,  subsistence  and  otherallowances 

3  594  41 1 

2  048  463 

Long-service  awards 

62  794 

94  057 

Housing  benefits  and  ailowances 

109441 

651  876 

Skills  development  levy 

394483 

311771 

42  913126 

33  194  696 

Remuneration  of  municipal  manager 

Annual  Remuneration 

903  518 

1  580  947 

CarAllowance 

150  000 

270  204 

Contributions  to  UIF,  Medical  and  Pension  Funds 

1  785 

2  597 

Remote  allowance 

42  191 

Skills 

10  777 

18123 

1  108  271 

1  871  871 

Remuneratlon  of  chief  finance  officer 

Annual  Remuneration 

604  023 

730  352 

CarAllowance 

233  512 

219  862 

Perfomnance  Bonuses 

123  626 

Contributions  to  UIF,  Medical  and  Pension  Funds 

1  785 

55  281 

Remote  allowance 

33  501 

Skills 

9  095 

10  448 

Other 

63  016 

37  953 

944  932 

1  177  522 

Remuneration  of  dlrector  technical  services 

Annual  Remuneration 

331  497 

1  114  757 

Car  Allowance 

105  000 

303  636 

Performance  Bonuses 

_ 

61  813 

Contributions  to  UIF,  MedicaE  and  Pension  Funds 

1  041 

68  613 

Remote  allowance 

17  300 

Other 

9  000 

23176 

Skills 

4427 

81  481 

468  265 

1  653  476 

Remuneration  of  director  corporate  servlces 

Annual  Remuneration 

75134 

782  401 

CarAliowance 

20  645 

249  204 

Contributions  to  UIF:  Medical  and  Pension  Funds 

387 

73  219 

Skills 

1  388 

10  324 

Other 

3  745 

33192 
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Figures  in  Rand 

2018 

2017 

26.  Employee  related  costs  (continued) 

Other 

31  545 

- 

132  844 

1  148  340 

RemuneratJon  of  director  community  services 

Annual  Remuneration 

543  403 

728  505 

Car  Allowance 

150  000 

232  676 

Contributions  to  UIF,  Medical  and  Pension  Funds 

1  785 

75  713 

Remote  allowance 

31  305 

- 

Other 

72  000 

69  192 

Skills 

7  771 

10  905 

806  264 

1  116  991 

27.  Remuneration  of  councillors 

Executive  Mayor 

424  084 

380  037 

Deputy  Executive  Mayor 

348  937 

326  379 

Mayoral  Committee  Members 

987  856 

822  646 

Speaker 

348  194 

311  029 

Councillors 

4  921  798 

4  038  310 

Councillors’  pension  contribution 

606  410 

562  217 

7  637  279 

6  440  618 

ln-kind  benefits 

The  Executive  Mayor,  Deputy  Mayor,  Speaker  and  Mayoral  Committee  Members  are  part-time.  Each  is  provided  with  an 
office  and  secretarial  support  at  the  cost  of  the  Council. 

The  Mayor,  Speaker  and  the  Deputy  Mayor  each  have  the  use  of  separate  Council  owned  vehicles  for  official  duties. 

The  Mayor,  Deputy  Mayor  and  Speaker  each  have  two  full-time  bodyguards. 

28.  Depreciation  and  amortisation 


Property,  plant  and  equipment 

15  199  079 

14  319  197 

Investment  property 

- 

40  828 

Intangible  assets 

45  501 

39  707 

15  244  580  14  399  732 


29.  Bulk  purchases 

Electricity 

21  540  968 

20  223  309 

30.  Contracted  services 

Information  Technology  Services 

38  025 

_ 

Operating  Leases 

759  957 

1  108  993 

Specialist  Services 

1  172  537 

2  121  623 

Other  Contractors 

3  817  299 

- 

5  787  818 

3  230  616 
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Figures  in  Rand 

2018 

2017 

31 .  General  expenses 

Advertising 

4  296  498 

887  371 

Annual  report 

- 

133  800 

Assessment  rates  &  municipal  charges 

20  313 

14107 

Assets  expensed 

561  643 

447  963 

Auditors  remuneration 

2  379  248 

1  737  345 

Bank  charges 

114  788 

63  775 

Bursaries 

592  830 

564465 

Cleaning 

- 

270  891 

Conferences  and  seminars 

* 

1  659  545 

Consulting  and  professionai  fees 

4  803  666 

2  064  637 

Consumables 

1  610  668 

420  995 

Contribution  to  Impairment  (Rates,  Refuse,  Traffic,  Electricity) 

3  967  302 

27  574  623 

Contribution  to  other  provision 

783110 

579  878 

Cultural/Sports  activities 

2  095  997 

1  576  069 

Drsaster  management 

T 

326  602 

Electricity 

526  342 

- 

EPWP  Stipends 

2  999193 

_ 

Fuel  and  oil 

1  764133 

886  844 

Hire 

113  466 

Horticulture 

T 

50  411 

IT  expenses 

56  268 

2  043 

Indigent  support 

5  799 

72  167 

Informal  traders 

5  210 

Inspection  fees 

23  059 

2  153 

Insurance 

412  683 

302  899 

LED  projects 

1  221  793 

1  357  305 

Magazines,  books  and  periodicals 

258  204 

Management  fees 

41  313 

- 

Medical  expenses 

28  430 

- 

Other  expenses 

4  803 

3  748  647 

Indigent  Burial 

910  937 

593  243 

Printing  and  stationery 

1210  058 

717  209 

Protective  clothing 

1  229  924 

314  537 

Public  participation 

359  497 

343  595 

Refuse 

615  329 

370  873 

Repairs  and  maintenance 

3  956  652 

8  493  695 

Security  (Guarding  of  municipal  property) 

5  393180 

3  444  684 

Software  expenses 

279  695 

- 

Special  programmes 

- 

162  910 

Staff  development 

- 

272  584 

Staffwelfare 

259  709 

470  825 

Subscriptlons  and  membership  fees 

502  400 

510  816 

Telephone  and  postage 

1  327  351 

1  035  745 

Training 

776  435 

1  600 

Transport  and  freight 

- 

245  133 

Travel  and  subsistence 

1  375  235 

1  896116 

Grants  expenditure 

* 

1 1  593  042 

Workmen's  compensation 

243  798 

250  400 

Ward  committees 

1  951  047 

1  498  452 

Water 

74  736 

Youth  activities 

- 

478  167 

49  167  532 

77  443  371 

32.  Fair  value  adjustments 

Biological  assets  -  (Fair  value  model) 

(1  260  378) 

197  961 
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Figures  in  Rand 

2018 

2017 

33.  Auditors'  remuneration 

Fees 

2  379  248 

1  737  345 

34.  Cash  generated  from  operations 

Surplus 

Adjustments  for: 

15  986  892 

79  187  784 

Depreciation  and  amortisation 

15  244  580 

14  377  622 

Fair  value  adjustments 

t  260  378 

(197  961) 

Impaimnent  deficit 

- 

66  921 

Movements  in  retirement  benefit  assets  and  liabilities 

21  000 

195  954 

Movements  in  provisions 

783  110 

141  088 

Other  non-cash  items 

170  789 

- 

Additions  through  transfer  of  functions 

Changes  in  working  capital: 

- 

(48  075  514) 

Inventories 

(124  877) 

40  691 

Consumer  debtors 

(1  289  802) 

152  197 

Other  receivables  from  non-exchange  transactions 

(8  787  471) 

(4  198  040) 

Payables  from  exchange  transactions 

2  203  949 

4  313  509 

VAT 

(364  367) 

(2  451  842) 

Unspent  conditional  grants  and  receipts 

- 

(159  642) 

Consumer  deposits 

29  039 

25  721 

25133  220  43  418  488 
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35.  Financial  instruments  disclosure 
Categories  of  financial  instruments 
2018 

Flnanclal  assets 

Other  receivables  from  non-exchange  transactions 

Consumer  debtors 

Cash  and  cash  equivalents 


Financlal  llabllttles 


Otherfinancial  liabilrties 

Trade  and  other  payables  from  exchange  transactions 

2017 

Financial  assets 

Other  neceivables  from  non-exchange  transactions 

Consumer  debtors 

Cash  and  cash  equivalents 


Financial  IfabilttEes 


Other  financial  liabilities 

Trade  and  other  payabies  from  exchange  transactions 


At  fair  value 

At  amortlsed 
cost 

Total 

- 

37  657  243 

37  657  243 

- 

5  573  090 

5  573  090 

3  680  200 

- 

3  680  200 

3  680  200 

43  230  333 

46  910  533 

At  amortlsed  Total 

cost 


12  421  673 

12  421  673 

12  613  722 

12  613  722 

25  035  395 

25  035  396 

Atfairvalue 

At  amortised 
cost 

Total 

- 

28  869  772 

28  869  772 

- 

4  283  288 

4  283  288 

20  281  935 

- 

20  281  935 

20  281  935 

33153  060 

53  434  995 

At  amortised 

Total 

cost 

9  027  073 

9  027  073 

13  330  252 

13  330  252 

22  357  325 

22  357  325 
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36.  T ransfer  of  functions  between  entities  not  under  common  control 
Transfer  of  function  from  Ntambanana 

In  terms  of  Section  21  of  the  Local  Government:  Municipal  Demarcation  Act  27  of  1998,  the  Municipal  Demarcation  Board  has 
re-determined  the  municipal  boundaries  of  Ntambanana  Local  Municipality  (KZN283)  and  Mthonjaneni  Local  Municipality 
(KZN285)  as  per  demarcation  no.  DEM4154  and  read  together  with  Provincial  Gazette  no.  1594  (Provincial  Notice  19  of  2016). 

The  redemarcation  of  municipal  boundaries  resulted  in  Ntambanana  Municipality  being  dissolved  and  wards  redistributed  to 
three  municipalities,  namely  Mhlatuze,  Mfolozi  and  Mthonjaneni.  On  the  3rd  of  August  2016  local  government  elections  took 
place  and  a  new  council  was  formed  which  incorporated  four  wards  from  Ntambanana  Municipality  due  to  the  demarcation 
processes.  As  a  result  of  the  above  events  Mthonjaneni  received  12  employees,  Assets  (moveable  and  immovable)  and 
LiabiJities.  The  total  net  assets  transferred  to  Mthonjaneni  Municipality  as  at  10  August  2016  is  R  49  367  379, 

Summary  of  net  assets  transferred  to  Mthonjaneni  Municlpality 


Property,  plant  and  equipment  -  42  722  346 

Current  tax  receivable  -  885  283 

Other  receivables  from  non-exchange  transactions  -  145  037 

Cash  and  cash  equivalents  -  6  505  691 

Unspent  conditional  grants  and  receipts  -  (83  058} 

Provisions  *  (89  943) 

Payables  from  exchange  transactions  -  (717  977) 


49  367  379 


Gain  or  loss  recognised  in  current  reportlng  period 
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37.  Commvtments 
Authorised  capital  expenditure 


Already  contracted  for  but  not  provided  for 

•  Property,  plant  and  equipment  25  666  527  1 3  821  538 


Total  capital  commitments 

Already  contracted  fbr  but  not  provided  for 

Operating  Jeases  -  as  Eessee  (expense) 

25  666  527 

13  821  538 

Minimum  lease  payments  due 

-within  oneyear 

1  277  023 

1  332  450 

-  in  second  to  fifth  year  inclusive 

2  228  945 

2  336  343 

3  505  968 

3  668  793 

Operating  lease  payments  represent  rentals  payable  by  the 
phototocopiers  and  motor  vehicles.  No  contingent  rent  is  payable. 

Operating  leases  -  as  lessor  (income) 

municipaiity  fbr  certain  of  rts  telephone 

equipment, 

Minimum  lease  payments  due 

-  within  one  year 

67  668 

122  168 

-  in  second  to  fifth  year  inclusive 

53111 

508  317 

-  later  than  five  years 

- 

225186 

120  779 

855  671 

Certain  commonage  and  vacant  land  is  held  to  generate  rental  income.  Lease  agreements  are  non-cancellable  and  there 
are  no  contingent  rents  receivable. 

38.  Contingencies 

There  were  no  pending  litigation  cases  as  at  30  June  2018' 
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39.  Related  partles 
Related  party  balances 


The  following  councillors  and  key  management  owed  the  municipality  in  respect  of  traffic  fines  as  at  30  June  2018 


Councillors 


Cllr  S.B.K  Biyela  (Mayor) 

500 

300 

Cllr  P.E  Ntombela  (Deputy  Mayor) 

2  350 

2  300 

Cllr  N.A  Mbatha  (Speaker) 

2  900 

2  900 

CllrM.N  Ndlangamandla 

4  950 

4  950 

Cllr  H.K.L  Zungu 

10  250 

8  950 

Cllr  E.M  Masikane 

1  850 

1  850 

Cllr  J  Mlawu 

1  450 

1  250 

Cllr  M.E  Zulu  -  Deceased 

3  100 

3  100 

Cllr  B.M.T  Sibiya 

5  900 

5  800 

Cllr  D.F  Xulu 

600 

450 

Cllr  D.M.O  Ngcobo  -  Deoeased 

6  950 

6  050 

Cllr  T.F  Zincume 

150 

150 

Cllr  T.E  Mpungose 

200 

200 

Cllr  D.MDIudla 

5  600 

- 

CllrZ.ASibiya 

400 

400 

Cllr  E.M  Mthembu  -  Terminated 

3  850 

3  050 

51  000 

41  700 

Dlrectors 

Mr  P.P  Sibiya  (Municipal  Manager) 

26  000 

21  150 

Mr  Z.S  Mthethwa  (Director  Community  Services) 

5  450 

5  300 

Mrs  P.M  Manqele  (Director  Corporate  Services)  -  Resigned 

7  400 

7  400 

Mr  K.N  Mthethwa  (Chief  Financial  Officer)  -  Resigned 

1  900 

3  150 

Mrs  S.  Mchunu  (Director  Technical  Services) 

950 

- 

41  700 

37  000 

40.  Prior  period  errors 

During  the  financiaf  period  ended  30  June  2017,  a  re-demarcation  process  occurred  which  resulted  in  Ntambanana 
Muncipality  being  split.  It's  assets  and  liabilities  were  taken  over  by  3  municipalities,  one  of  which  was  Mthonjaneni 
Municipality.  A  portion  of  Ntambanana  Municipality's  bank  accounts  was  allocated  to  Mthonjaneni  Municipality  to  the  tune 
of  R  5  715  430.  In  the  prior  year,  the  amount  of  R  5,715,430  was  included  under  Cash  and  Cash  Equivalents  by  the 
Municipality. 

As  at  30  June  2018,  the  amount  has  not  been  recelved  from  KZN  COGTA  due  to  a  delay  in  the  allocation  directive’s 
implementation.  The  balance  has  therefore  been  reallocated  from  Cash  and  Cash  Equivalents  to  Receivables  from  Non- 
Exchange  transactions  rn  orderto  reflect  the  balance’s  true  nature  as  it  is  not  a  Cash  Equivalent. 

There  was  Land  identified  in  the  Valuation  Roll  as  being  under  the  ownership  of  the  Municipality  which  was  not  included  in 
the  Fixed  Asset  Register.  These  properties  have  been  recognised  accordingly. 

There  were  Investment  Properties  which  were  included  in  the  Fixed  Asset  Register  but  are  not  owned  by  the  Municipality. 
The  depreciation  previously  recoginised  forthe  period  ended  30  June  2017  has  been  corrected  perthe  note  below. 

The  correction  of  the  error(s)  results  in  adjustments  as  follows: 
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40.  Prior  period  errors  (continued) 


Statement  of  financial  position 

Cash  and  cash  equivalents  -  (5  715  430) 

Receivables  from  non-exchange  transactions  -  5  715  430 

Investment  Property  ^  (2  209  566) 

Land  -  43  550  316 

Opening  Accumulated  Surplus  or  Deficit  -  (41  303  675) 

Statement  of  financial  performance 

Depreciation  expense  ~  (37  075) 

Cash  flow  statement 

Cash  and  cash  equivalents  at  the  end  of  the  year 

Cash  and  cash  equivalents  at  the  beginning  of  the  year  -  (5  715  430) 


41 .  Comparative  figures 

Certain  comparative  figures  have  been  reclassified. 

To  ensure  more  clarity  to  the  munidpality's  reconciliation  of  movements  within  Property  Plant  and  Equipment  and 
subsequent  compliance  with  mSCOA  asset  category  dassifications  the  PPE  reconciliation  note  was  reclassified.  The 
carrying  amount  fbr  Buildings  disclosed  in  prior  year  was  reclassified  to  Other  Assets.  The  carrying  amount  for 
Infrastrucuture  disclosed  in  prior  year  was  reclassified  to  Community  Assets,  Electrical  infrastructure,  Solid  waste 
infrastructure  and  Road  infrastructure.  The  carrying  amount  for  Other  property  plant  and  equipment  was  reclassified  to 
Community  Assets,  Computer  Equipment,  Furniture  and  Office  Equipment,  Transport  Assets,  Machinery  and  Equipment. 

Repairs  and  maintenance  expense  was  disclosed  separately  on  the  Statement  of  Financial  Performance  in  prior  year. 
However,  in  current  year  it  was  disdosed  as  part  of  General  Expenses. 

The  effects  of  the  reclassifications  are  as  follows: 


Buildings 

Infrastructure 

Other  property,  plant  and  equipment 

Electrical  infrastructure 

Road  infrastructure 

Solid  waste  infrastructure 

Machinery  and  equipment 

Furniture  and  office  equipment 

Transport  assets 

Computer  equipment 

Community  assets 

Other  assets 

General  Expenses 


Previously  After 

Reported  Reclassification 


76  813  637 

+ 

112  618  268 

- 

12  778  258 

- 

- 

42  250  404 

- 

70  137  133 

160  943 

- 

2  916  690 

- 

435  670 

- 

8  945  762 

- 

318  324 

- 

63  301  548 

- 

13  743  689 

68  949  680 

77  443  371 

271  159  843 

279  653  534 
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42.  Risk  management 
Financial  risk  management 

The  municipality’s  activities  expose  it  to  a  variety  of  financial  risks:  market  risk  (including  currency  risk,  fair  value  interest 
rate  risk,  cash  flow  interest  rate  risk  and  price  risk),  credrt  risk  and  liquidity  risk. 

The  municrpality's  overall  risk  management  program  focuses  on  the  unpredictability  of  tmancial  markets  and  seeks  to 
minimise  potential  adverse  effects  on  the  municipality’s  financial  performance.  Risk  management  is  carried  out  by  a  central 
treasury  department  (entity  treasury)  under  policies  approved  by  the  accounting  offrcer.  The  accounting  officer  provides 
written  principles  for  overall  risk  management 

Liquidity  risk 

The  municipality's  risk  to  liquidity  is  a  result  of  the  funds  available  to  cover  future  commitments.  The  municipality  manages 
liquidity  risk  through  an  ongoing  review  of  future  commitments  and  credit  facilities. 

Cash  flow  forecasts  are  prepared  and  adequate  utilised  borrowing  facilities  are  monitored. 

Financial  liabilities  exposed  to  credit  risk  at  year  end  are  as  follows: 

Financial  Liabilities  24  853  301  13  330  252 


Credit  risk 

Credit  risk  consists  mainly  of  cash  deposits,  cash  equivalents,  aerivative  financial  instruments  and  trade  debtors.  The 
municipality  only  deposrts  cash  with  major  banks  with  high  qualtty  credit  standing  and  limits  exposure  to  any  one  counter- 
party. 

Trade  receivables  comprise  a  widespread  customer  base.  Management  evaluated  credit  risk  relating  to  customers  on  an 
ongoing  basis. 

Cash  and  cash  equivalents 
Trade  and  other  receivables 

9  253  290  24  565  223 


3  680  200  20  281  935 

5  573  090  4  283  288 


43.  Going  concern 

The  annual  financial  statements  have  been  prepared  on  the  basis  of  accounting  policies  applicable  to  a  going  concern.  This 
basis  presumes  that  funds  will  be  available  to  finance  future  operations  and  that  the  realisation  of  assets  and  settlement  of 
liabilities,  contingent  obligations  and  commitments  will  occur  in  the  ordinary  course  of  business. 

44.  Unauthorised  expenditure 


Opening  balance 

Add:  Unauthorised  Expenditure  -  current  year 


45.  Fruitless  and  wasteful  expenditure 

Fruitless  and  wasteful  expenditure 


31  620  916  31  620  916 

1  508  905 


33129  821  31  620  916 


56  504  42  222 


Fruitless  and  wasteful  expenditure  comprises  of  interest  on  an  overdue  accounts  (R17  665.22),  Traffic  fines  on  hired 
vehicles  (R8  538.93),  No  show  charges  for  accommodation  reservations  (R3  566.76)  and  cancellations  for  booked 
accommodation  (R26  733.17). 
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2017 

46.  Irregular  expenditure 

Opening  balance 

74  311  830 

64  235  306 

Add:  Irregular  Expenditure  -  current  year 

36  243  502 

10  076  524 

110  555  332 

74  311  830 

Analysls  of  expendlture  awaiting  condonatlon  per  age  daeaificatlon 

Current  year 

36  243  502 

10  076  524 

Prior  years 

74  311  830 

64  235  306 

110  555  332 

74  311  830 

Details  of  Irregular  expenditure  -  current  year 


Dolphin  Coast  Waste 

321  445 

Fidelity  Cash  Solutions 

81  783 

Induna  Logistics 

6  784  586 

Indwe  Risk  Services 

454  059 

Konica  Minolta  Zululand 

282  875 

Mfezi  Security 

1  797  550 

TMT  Services 

1  192  454 

Muffier  &  Towbar 

14  946 

Chico  Man  Trading 

975  000 

ɓuthelezi  Mtshai  Mzulwini  Attomeys 

787  137 

Jabulani  Teressa  Construction 

300  001 

Siio  Group  Holdings 

701  848 

Ethala  Construction 

2  221  622 

Somkhanda  Plant  Hire 

3  028  944 

18  944  260 

All  the  appointments  above  were  adjudicated  by  a  bid  committee  committee  comprised  of  3  Senior  managers  instead  of  the 
prescribed  4  Senior  managers  as  per  MFMA  guidelines. 


Detalls  of  irregular  expenditure  due  to  non-compliance  with  reguiation  on  local  production  and  content 


Textile,  Clothing,  Leather  and  Footwear 

Steel  power  pylons 

Furniture 

Electrical  and  telecoms  cable  prducts 


2  187  735 
230  540 
149  340 
12  105  034 

14  672  649 


The  above  expenditure  was  in  non-compliance  with  regulation  on  local  production  and  content  for  designated  sectors. 

Details  of  irregular  expenditure  due  to  non-complrance  with  MFMA  Regulation  13  (c)  -  Declarations  were  not  obtained  from 
written  quotations  (R2  626  605). 

47.  Additional  disclosure  in  terms  of  Municipal  Finance  Management  Act 

Contributions  to  organised  local  government 

Current  year  subscription  /  fee 
Amount  paid  -  current  year 


483  547  418  248 

(483  547)  (418  248) 
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47.  Additional  disciosure  in  terms  of  Municipal  Ffnance  Management  Act  (continued) 

Electriclty  dlstributlon  losses 

Units  lost  (KiloWatts) 

2  240  730 

2  284  409 

Units  lost  (Selling  price) 

2  968  337 

3  194  874 

Units  lost  (Purchase  price) 

1  921  840 

1  647  198 

Units  lost  (Percentage 

12,82% 

13.46% 

- 

- 

The  electricity  distribution  losses  are  mainly  due  to  aging  infrastructure,  technical  losses  and  illegal  connections. 

Audlt  fees 

Current  year  subscription  /  fee 

2  379  248 

1  737  345 

Amount  paid  -  current  year 

(2  379  248) 

(1  737  345) 

PAYE  and  UIF 

Current  year  subscription  /  fee 

7  391  027 

6  141  429 

Amount  paid  -  current  year 

(7  391  027) 

(6  141  429) 

Pension  and  Medical  Ald  Deductions 

Current  year  subscription  /  fee 

9  833  410 

7  730  700 

Amount  paid  -  current  year 

(9  833  410) 

(7  730  700) 

VAT 

VAT  receivable 

3  803  731 

3  439  364 

All  VAT  retums  have  been  submitted  by  the  due  date  throughout  the  year. 

48.  Deviation  from  supply  chain  management  regulations 

Deviations  current  year  (Regulation  36) 

Emergency  procurement 

4  401  442 

2  107  301 

Sole  supplier  or  service  provider 

1  558  894 

888  177 

Impractical/lmpossible  to  follow  procurement  process 

3  440  597 

3  497  304 

9  400  933 

6  492  782 

Deviations  current  year  (Regulation  32) 

4  303  517 

- 

49.  Other  revenue 

Other  income  -  (rollup) 

1  065  676 

3  980  294 

50.  Events  after  the  reportlng  date 

The  Chief  Financial  Officer  resigned  effective  30  June  2018.  Council  subsequently  appointed  an  acting  CFO  on  1  July 
2018. 
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51 .  Budget  differences 

Materiaf  differences  between  budget  and  actual  amounts 
A  -  Service  Charges 

A  negative  variance  of  7%  below  the  budget  between  final  budget  of  servioe  charges  and  the  actual  revenue  from  service 
charges  resulted  from  the  fact  that  there  was  a  reduction  in  electricity  consumption.  Residents  and  businesses  consumed 
less  electricity  than  anticipated. 

B  -  Rental  of  facilities  and  equipment 

The  variance  between  actual  and  budget  of  10%  below  the  budget  for  rental  of  facilities  was  due  to  the  fact  that  some 
facilities  were  not  utilised  as  anticipated  by  the  municipality. 


C  -  Licences  and  permits 

The  varianoe  between  actual  and  the  final  budget  of  38%  below  the  budget  for  licenses  and  permits  was  due  to  the  fact  that 
the  municipality  did  not  manage  to  issue  as  much  of  licences  and  permits  as  targeted.  This  is  beyond  the  control  of  the 
municipality  as  licences  and  permits  depend  on  how  many  people  needed  them  during  the  financial  year. 

D  -  Interest  received  -  investments 

The  varianoe  between  the  budget  and  actual  of  60%  below  the  budgeted  amount  was  caused  by  the  reduction  in 
investments  to  tond  the  adjustments  budget  for  201 7/1 8  financia!  year. 

E  -  Property  rates  -  penalties  imposed 

The  large  variance  of  above  budget  is  caused  by  the  municipality’s  expectations  that  not  a  huge  number  of  customers 
would  faiJ  to  pay  on  time  henoe  the  budget  is  very  low  compared  to  the  actual  amount  recognised.  This  was  budgeted  as 
part  of  property  rates. 

F  -  Government  Grants  and  Subsidfes 

The  positive  variance  between  the  budget  and  actual  on  govemment  grants  and  subsidies  was  a  result  of  an  additional  R  6 
million  received  firom  KZN  Cogta  fbr  Municipal  Inffastructure  grant  (MIG).  The  additional  allocation  was  given  to  be 
municipality  due  to  its  good  performance  on  the  expenditure  of  MIG  in  the  current  year  2017/18. 

G  -  Flnes,  penalties  and  forfelts 

A  negative  variance  of  58%  below  the  budget  was  caused  by  that  the  municipality  initial  had  a  contract  with  TMT  company 
that  assisted  with  traffic  fine  management.  This  contract  expired  at  the  end  of  November  2017  and  thereby  reducing  the 
municipal  capacity  to  raise  and  collect  monies  for  traffic  violations. 

H  -  Employee  related  costs 

The  positive  variance  below  the  budget  fbr  employee  related  cost  was  caused  by  the  savings  made  on  the  funded  posts 
that  were  not  filled  during  the  year. 

I  -  Depreciation  and  amortisation 

The  large  variance  of  above  the  budget  was  caused  by  that  the  municipality  after  planning  to  dispose  a  number  of  assets 
but  eventually  not  aii  of  them  were  disposed  hence  the  depneciation  fbr  the  year  became  very  high.  And  also  more  capital 
projects  were  finished  during  the  year  than  anticipated. 

J  -  Bulk  purchases 
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51 .  Budget  differences  (continued) 

The  variance  of  14%  below  the  budget  of  service  charges  and  the  actual  resulted  from  the  fact  that  there  was  a  reduction  in 
electridty  consumption.  Residents  and  businesses  consumed  less  electricity  that  anticipated  hence  the  municipality 
reduced  its  bulk  purchase  on  electricity. 

K  -  Contracted  services 

The  large  variance  between  the  budget  and  actual  was  largely  caused  by  the  introduction  of  regulation  on  municipal 
standard  chart  of  accounts  (mSCOA)  which  required  a  further  classification  in  terms  of  whether  the  goods  and  services  are 
contracted  or  not. 

L  -  General  expenses 

The  large  variance  between  the  budget  and  actual  was  largely  caused  by  the  introduction  of  regulation  on  municipal 
standard  chart  of  accounts  (mSCOA).  Other  expenditure  line  items  such  as  “grant  expenditure”  were  split  amongst  the 
relevantexpenditure  categories. 
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